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Opening Remarks 



Shoppers，Start Your Engines 


Does our economic prosperity 
depend on compulsive holiday 
spending? The case for 
Christmas self-control 
By Drake Bennett 


If Christmas did not exist, Toys £ R T Us 
would have to invent it-or some other 
joyful family-themed holiday to give mil¬ 
lions of people the license to go on a 
weeks-long spending bender* These days 
Christmas shopping is not just a sport, 
ifs> a spectator sport, We tune in to the 
local news on Black Friday to see the 
mobs streaming into department stores 
and rampaging among the shelvetheir 
wobbling shopping carts piled high with 
televisions and video game consoles and 
Nespresso machines. It’s Like a scene 
from a city under siege. 


Who are these people? we think > shak¬ 
ing our heads. And how much are those 
Nespresso machines? And wouldn^ I be 
enjoying this spectacle more if I were 
watching it on a bigger television, like 
the ones Best Buy is selling at such ridic¬ 
ulously low prices? 

Seen from afar, or in the cold hard 
light of January, holiday shopping can 
seem a bit insane-all that time spent at 
the mall, or at our computer typing our 
credit-card expiration date into online 
shopping sites. Although the most 
common explanation for the name Black 
Friday is that it marks the moment when 
retailers climb from the red ink of loss 
into the black ink of annual profit, one 
of the earliest recorded usages was actu¬ 
ally by Philadelphia police in the 1960s ， 
to refer grimly to the day when traffic- 
clogging hordes of shoppers descended 
on the city’s downtown, 


Nevertheless, it + s not easy to ignore 
tlie circus. There are, of course, the mark- 
downs, and all those people on our gift 
lists. But social obligation and rational 
calculation can’t really account for the 
holiday shopping experience. The truth 
is, retailers are depending on consumers 
to go a little crazy: According to the Na¬ 
tional Retail Federation, the holidays ac¬ 
count for anywhere from 20 percent to 
40 percent of its members' annual reve¬ 
nues. A strong shopping season can give 
the whole economy a short-rim boost. 

In the long run t though, retailers 
aren't doing themselves or the economy 
any favors by pushing shoppers' buttons 
so expertly. Families that max out their 
credit cards eventually must cut back, so 
spending today robs from spending to¬ 
morrow, Americans are figuring that out ： 
The persona) savings rate was 5-3 percent 
in September, up from 2 percent in 2007, 
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before the recession struck and trillions of 
dollars in paper wealth were wiped out. 

Still, every retailer is looking to in¬ 
crease profits by mastering the art of in¬ 
ducing purchases more effectively than 
the store next door. They are aided and 
abetted by a growing body of research 
that provides a remarkably complete 
portrait of the modern consumer, with 
all of his tics and foibles. The research 
can even help make sense of Black Friday 
and the complex interplay of greed, guilt, 
and psychic resignation that drives it. 

Among other things, studies suggest 
that the glow we get from buying gifts 
for others makes us spend more on our¬ 
selves, and that the number of times we 
see a blandishing Christmas ad matters 
more than what it says- And in shopping, 
momentum matters a lot-buying one 
thing makes us far more likely to buy a 
second, and buying a second nuikes us 
far more likely to buy a fifth. "The mar¬ 
keters are incredibly smart. They usu¬ 
ally come up with the deep psychologi¬ 
cal principles of what makes people do 
what they do before the psychologists 
do, says Robert H. Frank, a behavioral 
economist at Cornell University. 

Above all，these findings elucidate the 
power of emotion in the shopping brain. 
They also imderline just how much the 
holiday shopping rush depends on ex¬ 
actly the sort of psychcjlogical combus¬ 
tion that, by helping to inflate the hous¬ 
ing bubble, derailed the U.S, economy in 
the first place* 

With all the opportunities to eat and 
drink and spend too much, the holidays 
area notoriously stiff test of human disci¬ 
pline-many people stagger into the new 
year feeling that they have overindulged in 
one way or another Some have more self- 
control than others, of course, but accord¬ 
ing to psychologists who study the trait ， 
the human species is not blessed with 
much of it + In many cases, overwhelming 
the willpower of the typical human being 
can be almost comically easy-a pleasant 
surprise for retailers ， perhaps, if discour¬ 
aging for the rest of us. 

Baba Shiv, a Stanford University mar¬ 
keting professor, has looked at how ^cog¬ 
nitive load”-the amount of mental energy 
a task requires-relates to willpower. In 
one study, Shiv had subjects memorize 
a two-digit or seven-digit number, then 
offered them a snack: either a piece of 
chocolate cake or a bowl of fruit salad. 
The subjects who memorized the longer 


number were twice as likely to give in 
to temptation and take the cake. Shiv 
argues that the effort of carrying around 
five extra digits in their heads was enough 
to exhaust any resolve people had to go 
for the healthier option. Similarly, Roy 
Baumeister，a psychologist at Florida 
State University, has found that subjects 
forced to eat radishes while looking at a 
plate of freshly baked cookies do poorer 
on subsequent seif control tasks, 

Baomeister likens self-control to a 
muscle: You can build it up over time ， 
but it gets tired and weakens as if s used. 
Seeing willpower this way helps explain ， 
among other things，the efficacy of repe¬ 
tition in advertising: If we 5 re at all tempt¬ 
ed by what is being offered, eventually 
we’re liable to give in. It also helps ex¬ 
plain why, having foregone a second 
helping of cookies and eggnog，we find 
ourselves online later that evening troll¬ 
ing the iTunes store. 

In addition, needing to buy Lego sets 
for two nephews means we're likely to 
end up with a cartful of toys of our own, 
Ravi Dhar of the Yale School of Manage¬ 
ment, who has documented the phenom¬ 
enon, calls it “the shopping momentum 
effectr There’s a certain amount of guilt, 
he argues, that most people experience 
when spending money, but having opened 
our wallets the first time, wilh each addi¬ 
tional purchase the guilt ebbs. 

“Research has shown that just paying 
for something has some pain attached to 
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it，even though you get something back 
in return 广 Dhar says, “But after you've 
bought the first item, the second item 
doesn't hurt as much + ,J 

And it turns out that nothing assuag¬ 
es the guilt of consumption like buying 
gifts- Psychologists call this the licensing 
effect. In essence^ the idea is that doing 
somediing that feels virtuous (like buying 
someone else a present) makes us feel un¬ 
consciously entitled to do something self 
indulgent (like buy ourselves a present, 
which can then make us feel that we need 
to do something virtuous again, like buy 
someone else a present)* As the holidays 
draw closer^ the process can feed on itself 
in a steady loop of spending. 

Looming over all of these tendencies, 
though, is the issue of confidence. This 
year consumers are still skittish^ and re¬ 
tailers are steeling themselves tor a sub¬ 
dued holiday shopping season (chart). The 
crowds will still come, but they’ll look less 
like looters and more like, well, shoppers. 
As disappointed as this leaves jewelers and 
toy shop owners, most macroeconomists 
are encouraged to see households saving 
more and borrowing less, '"People are re¬ 
alizing they have to start saving the old- 
fashioned way* which is by putting more 
coins in the cookie jar instead of going 
out and buying more cuokies: says David 
Rosenberg, chief economist at investment 
firm Gluskin Sheff. Or, put another way, 
they're learning to look at the cookies, but 
eat the radishes . ❺ 


Pall at the Mall 

Holiday spending is still depressed (dollars per respondent) 
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Make 

Your 

Mark 


At a time when many 17-year-olds are thinking about college, 

Jennifer Reuting was looking farther ahead, strategizing how 
to change the world—to make her mark. 



Giving Back 

After starting her first successful 
business at 17 with a little college 
money and a big idea, Jennifer 
Reuting (above and right) 
decided to focus on educating 
like-minded entrepreneurs with 
her new venture, MyLLC. 


After graduating early from high school 
Las Vegas, Reuting knew she wanted to do 
something big, but she didn’t know exactly 
what. Instead of heading immediately to 
college, she found a job with a firm that 
took companies public. She was : ascinated 
by the process, but as quickly as she 
mastered her job, Lhe firm was shut do wn. 

While the other employees lamented 
the loss of their jobs, Renting noted that 
since the office had already been paid up 
for six more months, she had free use of 
the space until then. "If the opportunities 
aren't around, you make your own 广 
says Reuting, surrimarising her ap¬ 
proach to life. 

Researching potential business 
opportunities Renting learned that 
major corporations are required to 
have a registered agent to receive 
paperwork regarding liugaiion or 
legislative issues. Such registered agents 
receive an annual fee to represent their 
corporate and small business clients, 
enabling quick responses Lo such notices. 
Spotting a market need, Reuting founded 
her own registered agent iirm, which she 
named InCorp. For the next few years, 
Reuting spent nearly 24 hours a day running 
the business, even sleeping Ir_ the office in 
a sleeping bag. 

Once InCorp was established within the 
corporate world, Reuting decided to turn 
her attention to a market where she could 
truly mal^e a mark. Small business owners 
and entrepreneurs, who needed more 
guidance and education about structuring 



their ventures, were the people “I was really 
passionate about serving 广 she says. 

She formed MyLLC.corn to help small 
business owners and entrepreneurs incor¬ 
porate or form their own limited liability 
companies (LLCs) J to shield their personal 
assets from any business claims and to 
avoid double taxation. Since Reuting was 
intimately familiar with the pros and cons 
of the many types of business entities, 
she sought “to reach out and educate entre¬ 
preneurs... I wanted to spread my knowledge 
and assistance in that area Pf through MyLLC. 

“If the opportunities 
aren’t around, you 
make your own •” 

Soon thereafter because of her work with 
small business owners., she was asked to 
write Limited Liability Companies for 
Dummies, now in its second edition. 

Reutings strategy was to educate her 
clients, to become a critical resource to 
them. By educating new business owners 
regarding forming and running new busi¬ 
nesses, MyLLC created satisfied customers 
who were better informed anout haw to be 
successful in business. "'Education is a big 
priority to me, so I feel like I’m making my 
mark on the world m a small way/ she says, 


To leairn more about InCorp and MyLLC, tune 
into Bloomberg The Mentor"® 1:0 see where small 
business fhe lifetime eKperience of successful 
CEOs, Only on Bloomberg TV, Thursdays at 9 pm. 


Don T t let, any business expense 
go unrewarded. Earn cash back on 
business purchases with Ink Cash 
from Chase, 

Make your mark with Ink. 
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business card. Ink gives me twice the acceptance worldwide as American Express, 
And if I ever need cards for my employees, they're free. Make your mark with Ink. 


Go to Chase-com/ink 
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Fai^ield 

INN & SUITES 。 

Harriott 


STAYING IS BELIEVING" 




EVERYTHING YOU NEED 
TO WORK FREELY: 


m 





Free Wi-FL Free breakfast. 

Attentive staff* And more for less. 

At Fairfietd Inn & Suites by Marriott, we make sure you have exactly what you need 



when you arrive, and throughout your stay, Free Wi-Fi in public spaces. A staff that’s 


always ready to help, 24/7. And free breakfast every morning. Everything you need to 
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Campbell’s Quest 
For Productivity 



► The food company enlists its workers to help squeeze every efficiency out of its plants 
卜 “We push ourselves to stretch beyond what we believe is possible” 


Every day, before their shifts begin, 
workers at the Campbell Soup factory 
in Maxton, N.C., huddle with manag¬ 
ers to find ways to save the company 
money, The savings they achieve-and 
the savings realized at other companies 5 
plants across the country-help explain 
why US. corporations are piling up 
profits without hiring enough people to 
put a big dent in unemployment. 

US, companies slashed 8.5 million 
jobs during the recession. At the same 
time most have slowed capital invest¬ 
ment plans. Instead, companies such as 
Campbell, DuPont, and Unltecl Parcel 
Service are asking employees to help 
them save cash by working smarter with 
existing technology. The efficiency gains 
make it less likely that recession-casualty 
jobs will come back. “When the produc¬ 
tivity growth comes, then watch out, be¬ 
cause that is when companies start not 


needing so much labor,” says Edmund 
Phelps, a Columbia University economist 
and Nobel laureate. 

Data campikd by Bloomberg shows 
that in the most recent quarter, 142 non- 
financial companies in the Standard & 
Poor’s 500-stock index had raised oper¬ 
ating margins by three percentage points 
or more from the final quarter of 2007 ， 
when the last expansion peaked. Among 
them were homebuilder Lennar, cable 
operator Discovery Comrnu n ications, 
and Teradyne, a maker of chip testers. 

Annual growth in productivity^ or 
how much output is productxJ in an hour 

Productivity gains 
make it less likely that 
recess ion-casualty jobs 
will come back 


of work，averaged 3.4 percent in the five 
quarters since the 18-manth recession 
ended in June 2009 - Efficiency gains 
have helped profits of companies in the 
S&P rebound 23 percent since the fourth 
quarter of2007. Sales have declined 
9 percent over the same period. 

Yet the latest data from the Bureau 
of Labor Statistics show that while firing 
has slowed, hiring hasn't picked up. Job 
gains from new or expanding businesses 
were 6.1 million in the first quarter, the 
lowest quarterly rise since the recession 
ended, US. companies “live in a perpet¬ 
ual state of recession" because of global 
competition^ says Thomas J. Schneider, 
chief executive officer of consultant Re¬ 
structuring Associates- 'They are much 
more disciplined about staying lean.” 

joblessness in the county where 
Maxton is located was 1U per¬ 
cent in September. A fountaiti in 
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Maxton’s center is dry; the town hall 
dock tells the wrong time, Dave Bieg- 
ger，Campbell vice-president for North 
America supply chain，says the reward 
for increased efficiency is a stable j ob 
and more business* 

Productivity gains come when hun¬ 
dreds of nitpicky efforts combine to save 
time ， money, and effort. On a new Swan¬ 
son broth line at the plant, which pro¬ 
cesses 260 niilion pounds of ingredients 
a year, operators and mechanics num¬ 
bered each gasket to speed repairs. They 
cut windows into the mml coverings af 
conveyor belts so they can spot the signs 
of wean They color-coded valve handles 
to avoid confusion in settings, 

Campbell says operating efficiency 
at Maxton has climbed to 85 percent of 
what its managers figure is the maximum 
possible, up from 75 percent three years 
ago, A1 percent gain in plant efficiency in 
North America adds $3 million to oper¬ 
ating profits. Head count at Maxton has 
risen to 8SS from 812 in 2006, mainly be¬ 
cause of the new broth line. 

To offset inflation, the company must 
find $80 ui ill son in annual savings at all 
its plants. Beyond that, Eiegger says the 
company needs io find a significani inno¬ 
vation every year. Campbell workers in 
2009 reduced costs by $86 million in the 
U + S. soup ， sauce, and beverage business¬ 
es, which had sales of$3J billion. In the 
latest quarter, earnings fell 8.2 percent 
because of declining soup sales- 
Biegger’s team is working with re¬ 
searchers to reinvent how Campbell 
makes soup，In the past, each soup had 
a unique recipe. Now Campbell uses 
common bases for multiple soups, such 
as chicken broth, and differentiates with 
seasonings, meat, and vegetables. Simi¬ 
larly, automakers use a common chassis 
for multiple cars and then differentiate, 
w We have to collaborate at the highest 
levels of the organization right down ta 
the plant floor/" says Biegger，who built 
a 20-person team to cut costs. “You ex- 
plaint，you teach, and you allow the work 
to evolve through the creativity of the 
team. Then we push ourselves to stretch 
beyond what we believe is possible/' 

The daily worker manager huddles 
are about “getting everybody involved；' 
“BigJohn” Filmore, a 28-year plant 
veteran. K Instead of being told what to 
do, we get to tell people about our prob¬ 
lemsHe helped streamline produc¬ 
tion to better fit with the plant’s clean¬ 



ing schedules. Now operators such as 
Filmore review all line schedules. 

Quarterly earnings reports from other 
U.S. companies cited productivity gains 
as a reason for strong profits, UPS trucks 
carry devices that track how many left 
turns against traffic its drivers have to 
make. The system helps drivers optimize 
routes and will save 1.4 million gallons of 
fuel per year when Mly deployed, says 
spokesman Norman Black, 

Former Federal Reserve Chairman 
Alan Greenspan says companies need to 
keep innovating or the current burst of 
cost-saving will run its course and mar¬ 
gins will shrink, “We have been experi¬ 
encing this harvesting for a year or so* v 
he says, “You have to ask the question ： 
Are we running out of backlog? ts 
_Craig Torres and Anthony Feld 

Bottom tine Companies such as Campbef! are 
marking herd to boost productivity. Th^t means 
fewer n^w workers will be brought on. 


Quoted 


u Bemanke has taken away the curtain sn his 
effort to make the Fed more trsmsparsnt, 
and Eie's made the Fed vulnerable. The 
Repubticans are using him as a proxy for 
Obame 苕 nd 砝 re determined 
to m^ke Kile mi^erabl^ for 
both ttie Fed and Its chair." i ibf 
— Arthur Levitt Jr” 

Goldman Sachs 
policy advisor and 
former chairman of 
the SEC 



Emerging Markets 

India Revives an Old 
Plan for New Growth 


► Spedal economic zones are maant 
to duplicate China’s success 

► “You need to create more islands 
of excellence" 

It takes more than an hour to drive the 
25 miles of dogged, potholed highway 
linking New Delhi to the Noida Special 
Economic Zone. Inside the gate, it’s 
a different India. A smooth four-lane 
road connects electronics, engineering, 
and textile plants. A generator guar¬ 
antees that the electrical power never 
fails. The phone system is world class. 
“It’s the kind of place where one can 
think of doing business/" says Vishnu 
Pal Singh, whose Noida-based Optic 
Electronic India sells night-vision de¬ 
vices for rifles and tanks to Germany 
and Poland. 

India is counting on entrepreneurs 
such as Singh to revive a system it pio¬ 
neered 45 years ago: using enclaves that 
offer lower taxes, less bureaucracy^ and 
better roads and utilities to companies 
that want to boost exports, India tried 
using the zones in the 1960s and 1970s, 
The sites were poorly chosen, though ， 
and the initial incentives offered to com¬ 
panies to move to them were inadequate, 
so just a few zones were opened, China 
adopted the approach in the I980s f with 
spectacular results. The former fishing 
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automatic teller machines- Proposed 
additions include a second generator 
and a six-lane highway to Delhi. Optic 
Electronic^ Singh invested 100 million 
rupees to start his factory in the zone 
and plans to expand* £i l can do business 
better in here since it is exempt from 
local laws/" he says. 

Companies that help build the zones 
are benefiting too. Shares in Adani 
Power, which co-developed the 16,000- 
acre Mundra Port & Special Econom¬ 
ic Zone, one of India's largest by area, 
have risen 40 percent this year ， vs. just 
under 13 percent for the benclimark 
Mumbai Stock Exchange index. 

Because the government got serious 
about building the zones only relative¬ 
ly recently, India still lags far behind 
China. “The difference between Indian 
and Chinese SEZs is one of scale/’ says 
Rajesh Mohan Joshi 3 who teaches eco¬ 
nomics at the Indian Institute of For¬ 
eign Trade in New Delhi. One of India’s 
most successful, the Santa Cruz Elec¬ 
tronics Export Processing Zone, covers 
100 acres* China's largest special zone 
by area is the southern island of Hainan, 
spread over 13,100 square miles，The 
Shenzhen zone includes many of the 
electronics factories of Taiwan-based 
Foxconn, which employs 430,000 Chi¬ 
nese there. All of India’s zones together 
employ only half a million people. 

The political difficulty of acquiring 
sizable tracts of land also hampers de¬ 
velopment of the zones in India, says 
N, FL Bhanumurthy, an economist at the 
National Institute of Public Finance and 
Policy in New Delhi: “Unless the govern¬ 
ment resolves the issue, India will strug* 


gle to match the manufacturing prowess 
of China,” Singh’s government is back¬ 
ing a land acquisition bill that may be 
debated soon in Parliament. The bill 
proposes to guarantee market prices for 
land seized for the zones and offer re¬ 
settlement help to displaced residents* 
一 TusharDhara 

Th 0 bottom iinB fndia is trying to catch up to China 
by building speciai economic zones that promote 
manufacturing and exports. 


State Planning 

China Takes Aim at 
Boeing and Airbus 

> Honeywell, United Technologies, 
and GE are helping the Chinese 

d feel proud that China can come 
up with such a plane"' 

At a recent air show in Zhuhai, China, 
two women in red flight attendant uni¬ 
forms welcomed visitors to a mock-up of 
a new narrowbody jet that will seat up 
to 150 people and have its maiden flight 
in 2014. The plane is the C919 J designed 
by state-owned Commercia] Aircraft 
Corp, of China (Comae) to grab a piece 
of the passenger jet market from Airbus 
and Boeing. “The interior is clean and 
bright, not a bad feel 广 says Jennifer Huo s 
a 34-year-old public-relations executive 
from Shanghai. 1 feel proud that China 
can come up with such a planed 

One reason that China can come up 
with such a plane is that the companies 
that supply Boeing and Airbus are work¬ 
ing with Comae as well CFM Interna- 


village of Shenzhen became a special 
zone that developed into the one of the 
world's biggest export hubs. 

Now India is pushing zones as Prime 
Minister Manmohan Singh tries to raise 
manufacturing to 22 percent of the 
economy from 17 percent, “Improv ， 
ing infrastructure in the entire country 
will take a long time. So if you want to 
promote industry，you need to create 
more islands of excellence, which these 
SEZs are 广 says Dharmakirti Joshi^ chief 
economist at Crisis the Mumbai-based 
Indian unit of Standard & Poor's. 

Investment in the zones may double ， 
to about 3 trillion rupees ($66.2 billion), 
by 2012, the Indian Commerce Minis¬ 
try says, Exports from the special zones 
more than doubled in the 2009-10 fiscal 
year, to Z2 trillion rupees, a quarter of 
India's total 

About 100 zones now operate in the 
country, and 478 more have been ap¬ 
proved, The govern m e nt- sponsored 
areas reduce red tape by using 
just a single office to handle per¬ 
mits certifying that environmen¬ 
tal, export, and other requirements 
have been met, Companies operating in 
the zones get tax breaks for 15 years and 
don't have to pay local excise or cus¬ 
toms duties. 

Spread over 310 acres j the Noida 
zone's rows of white 3 two-story build¬ 
ings bustle with workers loading and 
unloading trucks with steel pipes, 
cement, electrical equipment, and 
other materials destined tor new facto¬ 
ries. The zone has its own power plant, 
bus network, mail center ， banks, and 


Uoida: 

Investments in 
Indian zon@3 
m^y double by 
fiscal 2012 
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tional, a venture of General Electric and 
France's Snecma, is supplying all of the 
C9l9's engines. GE Capital Aviation 
Services (Gecas)，the world's largest 
airplane leasing company, says it will 
buy as many as 10 of the new planes* 
<4 The decision to add C919s to the 
Gecas fleet shows our confidence in the 
commercial prospects for the aircraft 
and strengthens the relationship with 
our Chinese partners," Mark Norbom, 
president & chief executive officer of 
GE China, said in a statement. 

Other suppliers include United 
Technologies and Honeywell. China's 
aviation industry today is at a similar 
stage as Airbus in its early days, says 


Tim Mahoney, president and CEO of 
Honeywell Aerospace. That's when it 
was a state venture with seemingly little 
prospect of taking on Boeing. Honey- 
weirs four joint ventures with Chinese 
partners will supply parts to China's air¬ 
craft projects* One partnership focuses 
on flight controls, another an wheels 
and brakes. Honeywell also plans to 
expand its design center in Shanghai. 
“We are not just here to build an air¬ 
craft^ says Bob Smithy chief technology 
officer of Honeywell AerospHce.We are 
here to build an industry,” 

One goal is for the C919 to compete 
with die Airbus A320 and the Boeing 737. 
Another is “to spur the whole aviation 


Industry/' says Zhang Xinguo, vice-pres¬ 
ident at Aviation Industry Corp, of China 
(AVIC)，a state-owned company that is 
helping build the airplane. The govern¬ 
ment wants to see jumbo jets, regional 
planes* business jets, propeller planes* 
and helicopters all made in China by 
Chinese companies* 

The aerospace suppliers are posi¬ 
tioning themselves for the day when 
the Boeing-Airbus duopoly will end and 
China horns its way in, China accounts 
for 22 percent of Airbus' 2010 orders 
arid 15 percent of Boeing's orders. In 
the next four years, Chinese airlines 
are likely to double their fleet size, to 
5,000 pianes* On Nov. 1， Boeing said 
Chinese buyers will purchase $480 bil¬ 
lion worth of aircraft over the next two 
decades. “There’s voracious demand: 
says Peter Harbison，executive chair¬ 
man of the Centre for Asia-Pacific Avia¬ 
tion, a market research firm in Sydney. 

Comae has received orders from 
three Chinese airlines and two leasing 
companies, all of them state-owned, for 
90 of its C919s. Even if interest in Clii ， 
na*s aircraft industry is limited largely 
to the home market, the growth of the 
country’s carriers should guarantee 
plenty of business for Comae, AVIC，and 
their Western suppliers* 

The icing on the cake for Chinese air¬ 
craft makers and their foreign partners 
would come if the Chinese start sell¬ 
ing their planes outside of China. “The 
Chinese manufacturers will reduce the 
market share of Boeing and Airbus/' 
says Harbison of the Centre for Asia-Pa¬ 
cific Aviation« “But this is not going to 
make a dramatic impact overnight: 

China’s industrial planners are will¬ 
ing to be patient. Huawei Technolo- 
gies, Cisco System’s big Chinese rival, 
needed years before it became a global 
player. China’s high-speed train industry 
has been going through the same change¬ 
over from local champion to interna¬ 
tional force, Its aerospace industry may 
be starting the same transition. Honey- 
welVs Mahoney is already talking about 
developing praducis “that would service 
not only the Chinese market but also 
the markets that the Chinese would pro¬ 
vide globally. Similar to what we do with 
Airbus and Boeing ■” 一 Bruce Einharn, 
with Liza Lin and John Liu 

The bottom tine Chinas oomrrtefCietf aircraft industry 
is getting help from Vtfe^fern aero^psce companies 
that are branching out beyond Boeing and Airbus. 
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Employment 

Which Cities Have Jobs—and Which Don’t 

Job growth varies greatly in America's cities, as this table of 
the 30 biggest gainers and losers shows, Stibiirbaii Detroit 
lost more jobs than any other major metro area，while the 
Washington area fared best, — Phil Kuntz and Peter Cqv 

_ Percentage change in employment,, Sept, 2009 to SepL 2010 

Wash ingion-Arl ingi on-Aleita tidria 
Balt imoi'e-TowMii 
Dallas-P]am-Ir%ing 
Santa Ana-Anaheim-lrvine 
Cleveknd-Elyria-Mentor 
Phoenix-Mesa-Glendale 
Pittsburgh 
Boston-Cambridge Quincy 
St. Louis 

Minneapolis-SL Paul - Bloomington 
Mia ml-Miami Beach-Kendall 
Nassau-Suffolk 
Uouston-Sugar Land Baytown 
Atlanta-Sandy Springs-Marietta 
Seattle Belle\ r ue-Everett 
Orlando-Kissimmee-Sa nford 
-0,1% 

- 0 . 2 % 

- 0 . 2 % 

-0.2% 





-1,6% 

■ 

^1.8% 


-2.6% 


§ 0 . 2 % 

I 01% 

I 0.1% 

I 01% 

0 % 

0 % 

I New York-White Plains-Wayne 
Cindiuiati-Middletywn 
I Denver-Au mra-Bnx)m lie] d 
Tampa-St. Petersbui^- Clearwater 
San Dicgjo- Carlsbad- San Marcos 
I Philadelphia 

Los An^des-Long Becith-Gknd^le 
Pori land-Vancouvei-H lI Isboro 
Kansas City 

Chicago-jolict-Naperville 
I Newark-Union 

Riverside-San Eerna rdina-Ontairio 
Edison-New Ftutiswick 
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Bailouts 

Battered Irelancl Clings 
To Its Low Taxes 



p Though it needs $115 billion, its low 
corporate rate is cm-negotiable” 

m the tax rate increased, we would 
be relooking at our investment^ 

Even before Irish Prime Minister Brian 
Cowen (above) announced he was seek¬ 
ing the help of the European Union and 
the Intemarional Monetary Fund-and 
dissolving the government-the Irish 
were intent on passing an austerity 
budget by yearend. The EU and the IMF, 
which may extend to Ireland emergency 
loans as much €85 biliion ($115 billion )， 
couldn't ask for a more compliant pa ， 
tient-except in one area. 

The Irish credit much of their pre- 
crisis economic success to a policy of 
charging corporations only 12.5 percent 
in income tax, one of the lowest corpo¬ 
rate rates in Europe, That rate, which 
compares with 28 percent or higher in 
Britain, France, Germany, and the U.S., 
has lured multinationals to set up rnatiu- 
facturing, research, and service centers 
in Ireland over the last 20 years. 

Now various officials in Europe are 
calling on the Irish to raise funds by 
hiking taxes. 01M Rehn, the EU’s eco¬ 
nomic and monetary affairs commis¬ 
sioner, has stated that Ireland cannot be 
a low-tax economy any more. French 
President Nicolas Sarkozy has said that 
while it’s not his business, he could not 
see bow the Irish could avoid hiking tlie 
corporate rate* Various members of Ger¬ 
many Chancellor Angela Merkel's ruling 
party have said Ireland should consider 
raising the corporate rate. 

The Irish are pushing back. Deputy 
Prime Minister Mary Coughlaii told Par¬ 
liament on Nov. IS that the 12+5 percent 
rate was s *non-negotiabie. M Support¬ 
ing the Irish are the multinationals. The 


American Chamber of Commerce in Ire¬ 
land backed by Bank of America Mer¬ 
rill Lynch, Hewlett-Packard, Intel, and 
Microsoft warned the IMF, the Europe¬ 
an Central Bank, and the European Com¬ 
mission of the "'damaging impact” on 
Ireland’s ''ability to win and retain invest¬ 
ment in the event that corporate taxes 
go up. “HP is very clear: Lionel Alexan¬ 
der, head of Hewlett-Packard's Irish op¬ 
erations * told Bloomberg Television. “If 
the tax rate increased* we would be re¬ 
looking at our investment in Ireland^ 
Hewlett-Packard employs more than 
4,000 people in Ireland, and multi 
tionals' operations account for about 
70 percent of the country’s exports. “It 
would be counterproductive to raise 
taxes in the current environment^ 
says Sylvain Bmyer, chief euro-region 
economist at a bank group, Natixis^ in 
Frankfurt, “They might have to adjust 
tax rates at some point but not during 
an emergency situation. It would be a 
grave mi stake." 

Adding to the tension is the long his¬ 
tory of criticism directed at Ireland by 
other EU member states for adopting 
a low-tax strategy in high-tax Europe, 
While France and Germany have stuck 
with high rates, new EU meoibers- 
iiiduding Bulgaria, Cyprus* Latvia, 
and Lithuania-have adopted the Irish 
muckl. How Ireland adjusts its taxes has 
implications far beyond its bailout. 

— Colm Heatley and Elliott Gotkine 

The bottom tine Ireland is balking at hiking corporate 
taxes as a conditton of an EU-fMF bailout it credits 
its past economic success to tow taxes. 


The House of Wmdsar 

Britain Looks for a Royal 
Wedding Dividend 

► Will arid Kate mugs, T-shirts, 
iPhone covers. IPhone covers? 

， “The monarchy is a major reason 
why tourists come to this country” 

A day after the announcement ofBrit- 
ain’s next royal wedding，Paul Hirst sped 
up production at his factory in Sheffield. 
The managing director of IVIarve [press 
had gotten an order for “thousands and 
thousands" of commemorative engage¬ 
ment mugs from Wal-Mart Stores 1 


Tom Keenes 

EconoChat 


Tom talks with the University 
of Maryland’s Carmen M. 
Reinhart on debt crises 
and how they play out. 


Professor Reinhart is co-author of 
This Time Is Different^ a history of 
defaults that is without questioii 
the economics book of the last 
18 months. Professor^ all of what 
we*re seeing has happened before, 
hasn’t it? 

Yes, indeed. The Irish situation is quite 
reminiscent of the early 1980s f when 
bank debts started the roller coaster, 
rather than sovereign debt, as was the 
case in Greece. 

Is bailing out the Irish banks the 
same thing as bailing out the Irish 
government? 

Not yet, because those banks are still 
in private hands. The Irish govern¬ 
ment better be careful how it takes on 
the bank debts. Since this crisis, it's 
been taking on a massive amount of 
debt in what I have argued were com¬ 
pletely overpriced conditions, 

The Greek problem is back, too* 

We can wish away high levels of debt^ 
but that's just what it is-it’s wishing 
them away. The debt problems that 
we have in Ireland, that we have in 
Greece, that we have m the that 
we have injapan-they have d 胞 rent 
compositions and different degrees of 
severity. But they going to be with us 
for a while. 

Pm not sure if anybody knows just 
who owes what to whom. 

One of the reasons that we got into the 
“too big to fair problem in the LLS, t as 
elsewhere, is that we don’t know who 
owes what to whom. So isolating the 
patient becomes very difficult. 


H Keene hosts Bloomberg 

Surveillance 7-10 a.m^ 1130AM 
in New York, XM129, Sirius 130. 
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Nuptial 
memorabilia 
could help add 
$995 million to 
thg ecoricimy 



Britain-based 
supermarket chain, 
Ascfa- u It was all 
bands to the pumps 
to get everything 
done in time 广 
says Hirst “We’re 
looking at making 
iPhone covers, 
Champagne and 
wine boxes.” 

_ Prince William's 

engagement to 

Catherine Middleton has kicked off the 
race to profit from what will be the big¬ 
gest royal event in Britain since Prince 
Charles wed Lady Diana Spencer in 
1981+ According to Verdict Research, a 
retail analysis unit of Data monitor, the 
affair, set for Apr. 29, may add £620 mil ‘ 
lion ($995 million) to the economy as 
consumers spend more on Champagne 
and other celebratory treats，extra 
planeloads of tourists fly in, and the 
likes of Hirst sell separate sets of memo¬ 
rabilia for the engagement period and 
the nuptials themselves. 

It helps if royal mania is affordable, 
For £t6 f British retailer Tesco will sell a 
replica of the designer dress Middleton 
wore at the engagement announcement 
on Nov-16, On the QVC shopping chan¬ 
nel on Nov. 17 s telephone sales of a ring 
resembling the one William gave to Mid¬ 
dleton jumped ninefold overnight ， Mar¬ 
keting Director Sue Lees on said in an 
e-mail (The QVC price ： £34+) “It will be 
interesting to see what impact [Middle- 
ton] has on British styled said Leeson. 

The U.K. economy could do with 
the boost. The Bank of England pre* 
diets growth of LS percent this year and 
2-6 percent next, following a slump of 
5 percent last yean After the coronation 
in 1953, the silver jubilee celebration in 
1977, and the royal wedding in 1981, the 
economy picked up its pace^ according 
to ao analysis of the data by Bloomberg. 

The royal family already prompts 
tourists to spend more than £500 mil¬ 
lion a year, says the state-funded tourism 
board, VisitBritain. “The monarchy is a 
major reason why overseas tourists come 
to this CDuniry^ says VisitBritain spokes¬ 
man Paul Eastham, “In a royal wedding 
year, that figure is going to be massively 
exceeded ■” ❻一 Chris Spillane 

The bottom Th& engagement and 1 weddtrtg of 
Prince LV^am and Catherine Middleton witt boo^t the 
British economy as tourists and beats celebrate. 


Seven Days 



by Ira Bond way 
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Crm% 


Japan's unemployment 
rate for October 

Spanish Soccer ： 
Barcelona FC hosts 


Real Madrid 

/ 



► European Commission economic 
growth forecast: The EC has 
envisaged a faster-than - expected 
recovery for Europe Ireland s bank 
crisis do yds the issue. 


30 


Brazil's budget 
balance for October 

Deadline for U.S. 
Congress to extend 
unemployment benefits 


► U.S. Consumer Confidence: 

The Conference Board s monthly 
survey showed slightly improved 
confidence in October, though it still 
hovers naar record lows. 




The Federal Reserve's 
Beige Book 

India's trade balance 
for October 



US. deficit: The National 
Commission on Fiscal 
Responsibility and Reform 
meets to make its final 
recommendations, 


02 



Art Basel Miami 
Beach begins 


03 


NBA ； LeBron James 
returns to Cleveland for 
the first time with the 
Miami Heat 


Germany's retail 
sales for October 

Canada^ unemployment 
rate for November 




Kroger earnings ： The grocery-ston 
chain beat analysts' profit 
estimates in the past two quarters 
by using promotions to fend off 
competition from Wal-Mart. 


US, unemployment ： Surveyed 
economists expect the November 
rate to hold at 9.6 percent. 


04 


Coilege football r Auburn 
vSh South Carolina in the 
SEC Championsliip at 
the Georgia Dome 




► I rite r national Finance Exposition ： 
Southern China's industrial hub, 
Shenzhen, opens its fourth annua! 
gathering of more than 500 
financial companies 


Las Vegas marathon 


05 


& 


Iran nuclear talks ： European Union 
foreign policy chief Catherine Ashton 
and Iran’s nuclear negotiator Saeed 
Jaiili are scheduled to meet in Geneva. 



For more events and Interactive content, visit Busines$weekxom. 
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We focus on controlling Notre Dames printing 
costs* So they don’t have to. 

Xerox developed a comprehensive program to help make the University of Notre Dame’s student printing 
services more efficient. Now costs have been reduced by 20%, and paper usage is down by 60%. So the 
Fighting Irish are free to focus on winning-on the field and off. 
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Mass exercising in this 
square 8:00 -8:30 A.M. 


In the morning it's better to 
change elevators at the 38th floor 
to reach the 60th floor. 

Go around the back on Friday mornings. 

Vendors setting up for street market. 



• _ 


Askfor Maleah. 

She likes to sign for all packages, 


Before 9:00 A.M,, there are two 
ways to get around this one way street. 
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NO ONE DELIVERS 


ASIA 


LIKE WE DO. 


When it comes to delivering on time every time f local knowledge is everything. Having pioneered international express 
shipping in Asia, our local expertise is unparalleled. That's why our new guaranteed express services from the U,5. can 
help expand your global business faster and more reliably than ever. All at competitive rates, on time or your money back. 
If you're shipping to Asia, no one deiivers like we do. Just one more reason we're your spec la fists in international. 



Open an account and ship DHL EXPRESS 9:00 or DHL EXPRESS 12:00 before 03/01/11 and receive 
a $50 DHL Visa# Prepaid Card absolutely FREE/ + And if your shipment m r l on time, that p s free too. 

' I 

Visit www.simplydhl.com/usa for complete details. 


EXCELLENCE, SIMPLY DEUVERED. 
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Or you can get with that... 




Or you can get with that. 




How Kia Is Rapping Its Way 
Into America’s Heart 

► The Korean automaker is luring more drivers with low prices and edgy ads 

► “The image of Kia’s old models with poor quality hasn’t completely disappeared” 


How does a company Jike Kia Motors, 
with a reputation for so-so quality, 
thrive when the LLS- unemployment 
rate is 9.6 percent and many household 
budgets are ultra-tight? First, the No. 2 
Korean automaker has kept average 
prices of its cars about $8,000 below 
those of key market rivals, Next, cue 
the rapping hamsters. Kia is blanket¬ 
ing American television with commer¬ 
cials starring human-size hamsters that 
rap to the liip-hop group Black Sheep's 
song The Choice is Yours while driving 
Kia's boxy Soul wagon through an urban 
landscape. 

It's all loud and a bit crazed* but the 
strategy seems to be working* Kia’s U + S. 
sales gained 15 percent this year through 
October, outpacing growth at Gener¬ 
al Motors, Toyota Motor, and Honda 


Motor. If Kia can keep it up, it should log 
its highest annual US. sales ever ''People 
are looking for value in this market, and 
they’re looking at brands they might not 
liave considered in die past, says Rebec¬ 
ca Lindland, director of U.S. auto indus¬ 
try research with IHS Automotive. 4 The 
advertisements are so good and are help¬ 
ing to create a buzz for the models 广 
To be sure，pricing is a decisive 
factor behind Kia's appeal. Its passenger 
vehicles sell for an average of $21,598* 
compared with the industry average of 
$29,494, says Edmunds.com, an auto- 
industry data provider. Still, the com¬ 
pany's advertising has helped improve 
Kia T s brand awareness in the US. among 
young car buyers and families with kids + 
Thanks to its pupularity on Google's 
YouTube and social media sites, the 


spot logged more than a million views 
online in the first two months, accord¬ 
ing to the company. 

While that marketing buzz is wel¬ 
come, Kia's slide in US. quality rank¬ 
ings remains a problem. Kia dropped 
10 places* to 25th ， iaj.D + Power and As¬ 
sociates' latest survey of initial quality 
of mass-market and luxury brands, and 
Consumer Reports recommended only 
three of the Korean auiomaker's eight 
models. Customers complained about 
wind noise and the interior design in 
Kia's Forte compact, says Raffi Fes- 
tekjian, director of automotive product 
research atJ.D. Power. A separate J. D, 
Power survey on vehicle dependabil¬ 
ity, assessing the quality of models on 
the road for three years, rated Kia 
20th. The company also recalled 
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about 104,000 vehicles worldwide this 
year because of an electrical wiring 
problem that can cause fires. The recall 
prompted former production chief 
jeong Sung Eun to resign as vice-chair¬ 
man in September, according to Kia 
spokesman Michael Choo + 

Kid's woes are in stark contrast with 
the image for quality enjoyed by Hyun¬ 
dai Motor, Korea’s largest automaker 
and owner of a controlling 34 percent 
stake in Kia, The differing perceptions 
of Kia and Hyundai vehicles (which gen¬ 
erally score well inJ.D. Powers surveys) 
is surprising, since the two companies 
share some vehicle platforms, engines, 
parts suppliers, and a chairman. The 
companies retain separate factories and 
work force 匕 however. Kia improved its 
design after the recruitment of former 
top Audi designer Peter Schreyer. “The 
image of Kia's old models with poor 
quality hasn't completely disappeared^ 
says Charles Bang, director of the divi¬ 
sion overseeing quality at Hyundai and 
Kia in Seoul. “But it’s not correct to 
say there’s a huge quality gap between 
Hyundai J s and Kia's cars 广 

This year the automakers opened 
a second joint qual i ty-managernent 
center near Seoul. They plan to pro¬ 
duce 40 models with six shared plat¬ 
forms by 2013, vs. 32 models with 18 
platforms last year, Back in 1999 , a year 
after Hyundai bought control of Kia, 
the two companies shared only 18 per¬ 
cent of their combined 740 parts sup¬ 
pliers, By 2009, they shared 78 percent 
of 400, “The new cars they're bringing 
out are much more competitive, but it 
takes time to change that perception,” 
says Jeremy Anwyl, chief executive offl" 
cer of Edmundsxom. 


Quoted 


u We are now primarify a 
stream ing-vldeo company’’ 

— Netflix CEO Reed Hastings 
in a Nov. 22 statement t 
explaining a now $7,99-3- 
month, $tro^ming-only video 
subscription, the company's 
first plan that doesn’t 
include DVD mailings 



Kia’s U.S. lineup is led by the Sorento 
and Sportage SUVs, the Soul, and the 
Forte and Optima cars. All were either 
introduced or revamped in the last two 
years, offering buyers a reason to give 
Kia a try. Michael Mincey of Orlando this 
year bought his first Kia, a Soulj after 
being turned onto the brand by a buddy 
and discovering the car had better fuel 
economy than his Chrysler Jeep and 
a comparable interior* “A friend men- 
tianed the Soul because he liked the 
commercials； 5 Mincey said “I took a 
look，went for a test drive, did my re¬ 
search, and I was sold/" 

_Alan Ohnsman and SookyungSeo 

The bottom tine Despite iow quaiity scores, Korean 
automaker Kia is on a roll in the U S, ffs image is 
benefiting from TV ads featuring rapping hamsters. 


Pharmaceuticals 

Is Merck’s Cholesterol 
Pill the Next Lipitor? 

►A new cholesterol treatment 
promises to do what r»o other does 

► 'This is totally unprecedented 
territory, says a cardiologist 

匪 n 2006, Pfizer, the world's biggest drug- 
maker, shelved a cholesterol pill it spent 
$1 billion to develop after a study found 
the drug, called torcetmpib, raised blood 
pressure and actually caused more heart 
attacks. Pfizer’s decision left rival Merck 
with a tough call. Merck had also spent 
years pursuing a new drug that would 
boost the good cholesterol that ferries fat 
out of the bloodstream while at the same 
time reducing bad cholesterol. 

Its own treatment, anacetrapib, was 
still unproven; the company risked 
throwing good money after bad* 'There 
was a huge debate at every level from 
the research teams to the top levels of 
leadership^ recalls Luciano Rossetti, 
Merck’s senior vice-president for global 
scientific strategy- 

For six months, Merck’s researchers 
tested and retested anacetrapib. The re¬ 
sults came up positive ； the drug didn’t 
raise blood pressure in animals* Chief 
Executive Officer Richard T + Clark decid¬ 
ed that Merck would press ahead. 

That gamble paid oft '： On Nov. J7 f 
Merck told thousands of heart doctors 


IVIerOk 7 $ 

Anscetrapib 


+ 138 % 


Merck's experimenlaE 
cholesterol drug 
outperformed rivals 
in trials 


Plizer p s 

Toreetr^pib 


+ 72 % 


Roohe ? s 

OaEoetrapib 


+ 33 % 



■ Change in "good" cholesterol 
r Chamge in "bad 11 cholesterol 


DATA. COMPANIES 


gathered in Chicago for the American 
Heart Assn, annual meeting that new 
data showed that anacetrapib reduced 
bad cholesterol by 40 percent while 
raising good cholesterol by an unprec¬ 
edented 138 percent in a study of 1,623 
patients, <( !f what we are seeing now is 
borne out in larger studies, this could 
be the next big thing that could benefit 
hundreds of millions of people；* said 
Christopher R Cannon, the study's lead 
researcher and a cardiologist at Brigham 
and Women’s Hospital in Boston. u This 
is totally unprecedented territory/' 

Pfizer and Merck have been locked in 
a 25-year battle to dominate the market 
for cholesterol drugs, which last year 
topped $35 billion worldwide, according 
to researcher IMS Health. The standard 
treatments for high cholesterol, called 
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statins, work by reducing levels of LDL, 
the bad cholesterol that dogs arter¬ 
ies and causes heart attacks. In 1987, 
Merck received approval to market 
the first statin, called Mevacor. Pfizer 
followed a decade later with Lipitor ， 
a drug in the same family that soon 
became the world's best-selling medi¬ 
cine, with $11.4 billion in sales last year. 

Lipitar has been hard to beat, so phar¬ 
maceutical companies in search of new 
blockbuster drugs have been shifting 
their focus to areas where breakthroughs 
may be easier to come by. Even Pfizer^ 

In January the company said it would 
narrow its drug- development pipeline to 
SOO projects in six disease areas; cardio¬ 
vascular wasn’t one uf them. 

That tips the balance in favor of 
Merck, which boasts a promising pipe¬ 
line of cardiovascular drugs in iate-stage 
trials involving some 120,000 patients. 
Anacetrapib is one of four treatments in 
final testing to prevent heart clogs and 
blood clots that each have the poten¬ 
tial for at least $1 billion in yearly sales 
by 2016, according to Robert Hazlett, 
an analyst at BMD Capital Markets, Two 
of the drugs target cholesterol, and the 
other two aim to prevent dots. Merck 
researchers are particularly bullish 
on vorapaxar s which they believe may 
achieve the ultimate goal of a blood 
thinner: to lower the risk of blood dots 
without causing excessive bleeding. 

The company plans to seek regulatory 
approval next year, pending results of a 
40,000-patient study. That means the 
drug could hit the market around the 
time Bristoi-Myers Squibb^s Plavix ? 
the leading blood thinner with $10 bil¬ 
lion in worldwide sales, is set to go off 
patent in the IIS, 

Vorapaxar and anacetrapib each 
have the potential to exceed $5 billion a 
year in sales if they aren't sidelined by 
side effects, figures BMO's Hazlett. An- 
acetrapib may even accomplish what 
no other drug in history has been able 
to do ： outsell Lipitor. A rival experi¬ 
mental drug from Switzerland’s Roche 
has not performed as well in stud¬ 
ies. Says Hazlett: “Other organizations 
have notably pulled back, and to their 
credit，Merck has continued to focus, 
making good, well-calculated bets. fi 
一 Tom Randall 

Th& bottom line fn the 25-year battle for dominance I 
of the $35 hiffion chote^teroi market, the bafanoe of 
power is now tipping to Merck. 




Entertainment 

Warner Seeks 
A New Harry Potter 

► With the sorcerer^ saga ending, 
Warner taps its comic book stabie 

► “I don't think there's one obvious 
successor ' 1 

Warner Bros., whose Harry Potter and 
the Deathly Hallows-Part 1 hauled in 
$125 million in the U.S. and Canada on 
its first weekend to record the sixth-big- 
gest box office debut in movie history, 
faces a task even a wizard would find 
dautiting: replacing a series that is ex¬ 
pected to hit $7*5 billion in ticket sales 
by the time it ends next summer. f*K+ 
Rowling’s tale of the young sorcerer, con¬ 
cluding with an eighth film in July, is the 
highest-grossing film franchise ever. 

Time Warner’s film studio will 
turn to DC Comics superheroes such 
as Batman, Sherlock Holmes sequels, 
and two prequels to the The Lord of the 
Rings trilogy. “We have been develop¬ 
ing [other] properties that are starting 
to look like franchises ^ says Alan Horn, 
Warner’s president and chief operat¬ 
ing officer, “Is Sherlock [which sold 
$523 million in tickets worldwide last 
year] a franchise? I would argue yes. Is 
The Hangover series [the first film took 
in $467 million] a franchise? You could 
argue it is. 

The Potter films, along with lucrative 
series such as The Lord of the Rings and 
The Matrix, have made Warner the top- 
grossing studio in seven of the past 10 


years- The impact of a single installment 
can be outsized ： In 2009, Harry Potter 
and the Half-Blood Prince accounted for 
14 percent of Warner S s $2.11 billion in 
domestic ticket sales, according to Box 
Office Mojo* an industry website* 

Replacing Harry and his pals at Hog- 
warts School of Witchcraft and Wizard* 
ry won’t be easy. “I don’t think there’s 
one obvious successor,” says David 
Bank, an analyst with RBC Capital Mar¬ 
kets. "If I were looking for it some¬ 
where, it's the DC catalog/' 

Time Warner, which has owned DC 
Comics since 1969, made the unit part 
of its film division last year in a move 
that highlighted the importance of 
the characters for future films. “We*re 
doing our best to get the DC properties 
lined up like airplanes taking off from 
the runway/' Horn says. Several proj¬ 
ects based on DC Comics superheroes 
are under way. In June 2011, Warner 
will release its Green Lantern movie, 
which stars Ryan Reynolds as a test 
pilot with superpowers. The studio 
is also developing a Superman film, 
mare Batman installments, and movies 
based on vintage action heroes Wonder 
Woman，the Flash, Green Arrow, and 
Aquaman，Horn says. Not every DC 
entry has been a hit. Jonah Hex, star¬ 
ring Josh Brolin as a bounty hunter in 
the OJd West, took in just $10+9 million 
worldwide last summer. It cost $47 mil¬ 
lion to make, says Box Office Mojo. 

The Potter movies, which have al¬ 
ready raked in $1 billion more than 
Twentieth Century Fox's six Star IVars 
films, have provided the studio with 
stability in an unpredictable in¬ 
dustry, says Bank. The strongest 


In Search of the Next Matinee Idol 

With the Harry Potter saga set to end in 2011, 


here's where Warner Bros* will turn next 




The BoMiit prequels 

Director Peter 
Jackson plans two 
Lord of the Rings 
p requdschro nidi rig 
the early adventures 
of hobbit Bilbo 
Baggins and the 
wizard Gan da] f. 


DC Comics stable 

Warner is dusting 
off venerable DC 
characters including 
Green lantern. 
Wonder Woman, and 
the Flash in its search 
for new box-office 
winners. 


Franchise wannabes 

Sherlock Holmes 
and the comedy The 
Hangover are getting 
sequel treatment 
after their first 
insUNments drew 
hundi eds of millions 
in ticket sales. 
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opening of any Potter film was Deathly 
Haltows-Part L It may take in as much as 
$900 million, says Porter Bibb, a manag¬ 
ing partner of Mediatech Capital Part¬ 
ners. The film cost about $250 million to 
make, according to Internet Movie Da¬ 
tabase. The series so far has produced a 
profit of about $1 billion if income from 
home-video, games，and other products 
is also tallied, according to Warner. 

The studio's 
performance is in¬ 
creasingly impor¬ 
tant to parent Time 
Warner. Since the 
media giant com¬ 
pleted the spin-off 
of its cable TV op¬ 
erations in March 
2009, the studio's 
share of total rev¬ 
enue has doubled, 
to almost 42 per¬ 
cent. Filmed entertainment contributed 
14 percent of profit last quarter. 

Including Death ly Hallows-Pa rt 2 t 
which opens on July 15 in 3D, the Potter 
series is expected tu produce $Z5 billion 
in tbeaters 3 Warner Chief Executive Of¬ 
ficer Barry M. Meyer said in September. 
Warner and partner Metro-Goidwyn- 
Mayer will try to duplicate that success 
with two films based on The Hobbit, the 
JH Tolkien book featuring charac¬ 
ters who appeared in the Rings series. 
The studios aren’t: taking any chances: 
They’ve signed Peter Jackson，director of 
The Lord of the Rings films, to also helm 
the The Hobbit movies. — Michael White 

The bottom fine Warner Bro ^. : Harry Potter films have 
been the industry's biggest Wfth the saga ending in 
2011 the studio needs a growth engine r 


S7.5 

BILLION 


Expected tofat 
sales for the 
Potter movies 
by late 2011 


Autos 


For Luxury Automakers, 
Selling Toys is No Game 


¥ German car companies woo kids as 
a way to bumish their brands 

► "We are a marketing effort that 
makes money" 

In recent years, Germany's Big Three 
automakers have been locked in a tight 
race for dominance of the luxury car 
market. Now the rivalry between BMW, 
Mercedes-Benz ， and Vollcwageii's 
Audi has expanded to include a holiday 
season battle for playground prestige 
with new push cars and snow sleds that 
target the next generation of drivers- 
Audi set the standard for luxury kid toys 
with a limited edition pedal-powered 
version of the Auto Union Type C，which 
it showed at the Nuremberg toy fair in 
February. The scale model of the 1930s 
racer, designed for kids up to 135 centi¬ 
meters (4 ft + 5 in.) tall, has an aluminum 
frame, hydraulic brakes, seven speeds, 
leather-clad steering wheel, and oak 
dashboard. The car retails for €9*700 
($13,300), making it Audi's most expen¬ 
sive kid toy; only 100 of the 500-unit 
run remain unsold- 

BMW is firing back in time for 
Christmas with new BMW- and Mini- 
branded sleds for €79 apiece, Daim¬ 
ler's Mercedes is countering with a 
version of the gull-wing SLS super¬ 
car for taddlers, due in April for €90 
each. The carmakers are quick to ex¬ 
plain that there's more to gain by pro¬ 


moting kid-focused merchandise than 
simply making a few euros. “Merchan™ 
dising is important not because you 
can make huge money with it，but be¬ 
cause it’s another means of positioning 
your brand，’’ says Peter Schwarzenbau- 
er, Audi's sales chief. “We’re thinking 
about more products that are not di¬ 
rectly related to our cars but set design 
standards in other areas/ 1 such as a 
€12^900 tabletop soccer game. 

Audi also has a line of teddy bears, 
including one decked out in a motor¬ 
racing suit for €47, and a modern ped¬ 
al-powered alternative to the exclusive 
Type C. The red plastic racer for €299 
features an adjustable rollover bar, liand 
brake, over-sized tires with Audi-style 
rims, and padded seats. 

Luxury carmakers go to great 
lengths to add details that ensure their 
toys stand out. BMW’s Snow Racer sled 
has replaceable metal runners, a sus¬ 
pension-system in the red steering ski 3 
and a horn to warn inattentive passers- 
by. In April, Mercedes will roll out the 
foot-powered SLS Bobby^Benz, featur¬ 
ing headlightsj grill, and rear end simi¬ 
lar to those of the company's $183,000 
SLS sportscar. The toy SLS features 
quiet-running tires, an Ackermann 
steering system with tight cornering 
for living-room maneuverability, and 
a steering wheel that absorbs impact 
to prevent injury in the event of a 
collision. “A】i the products have to live 
up to Mercedes’ standards for quality 
and safety-especially our toys, which 
are all-time favorites with the next gen¬ 
eration of Mercedes-Benz customers/' 
says Christian Boucke, head of 
Mercedes-Benz Accessories. The 
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A friendly reminder from the University of Farmers* 


Farmers' offers small business insurance. Our agents have been trained to work with owners of many different 
types of businesses and can help you select the coverage tha\ besf fits your business and your bottom Ime.Tatk 
fo q local Farmers agent and iaarn haw you can protect your business in the event of a disaster, an Occident, or 
a workers' compansaf^on claim. To sef up a consultaHon with an agent near you^ head to fqrmersxom today. 





FARMERS 

We Are Insurance. We Are Farmers ： 

□uto I home | life | bus!ness 

lnsiirflrc& underwrillera by Formers liKurnnfe Exclinnae nrvd olli&r nFfilioted [ontpo 扣 es. Vnil FQrmGrmm hr □ Dorn^&lc lining af companies C&veroge mi Qvaibble m nil sIntK. ©201D Farfners Group,. Inc. 
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10-year-old unit offers 15,000 prod¬ 
ucts, including $24 silver Christmas 
ornaments, a $139 tote bag made from 
seatbeks, and a retractable pet leash 
for $15.50, 

BMW began its lifestyle business 
15 years ago. Today it sells more than 
2,000 products inctuding €39 Mini rain 
boots and the €1,500 bike from BMW’s 
M performance unit. The company 
also introduced a kid edition of the M3 
GT2 race car + The battery-powered ver¬ 
sion, which costs €349, has forward 
and reverse gears, and a top speed of 
2.5 miles per hour. “We are first and 
foremost a marketing initiative, and 
the main objectives are to broaden 
the brand's presence and strengthen 
loyalty，” says Thomas Goerdt, head of 
the merchandising and lifestyle unit. 
H We are a marketing effort that makes 
money/* He says the unit enjoys profit 
margins similar to those generated 
from selling real cars. {BMW is target¬ 
ing a margin of more than 7 percent 
this year on its auto business.) 

While luxury consumers want a 
wide range of products to communi¬ 
cate their association with a favored 
brand, ^merchandising needs to be 
kept in check so 
that it doesn’t over¬ 
stretch the brand 
or interfere with 
the core business 
of selling cars, 
says Michel Ga¬ 
briel, managing di¬ 
rector for consul¬ 
tancy Interbrand 
in Zurich, who has 
previously advised 
Audi on brand- 
ing issues. a Sometimes you have to 
say no, even if a lot of money can be 
made from a product” such as branded 
underwear, he says* 

Christoph Stuermer，an analyst 
with IHS Automotive in Frankfurt ， 
a^ees carmakers have to be cautious 
not to dilute their brands. ■'Merchan¬ 
dising is always a little risky," J Stuer- 
mer says* “It’s a fairly delicate balance, 
because when you start putting an 
auto brand on a watch or a pair of sun- 
glasses，the brand’s authenticity can be 
called into question." 

Still, toys are a particular attraction 
for car companies because they tighten 
relations with current customers and 





BMW r s€79 
Snow Racer has 
a suspension 
System in the 
red ski 



provide an opportunity to develop in 
future drivers an affinity for the brand. 
Take the kids of Sonny Kim. While 
having winter tires put on her 2007 A- 
Class hatchback at the Mercedes Center 
in Berlin, the 36-year-old graphic de¬ 
signer spotted a pedal car that sells for 
between €179 and €205, She thought 
it would make an ideal gift for her two- 
and four-year-old boys, “It would be 
nice for the kids to drive the same thing 
as mom and dad/' she says + “It would 
be a nice bond. 

When it comes to exclusive kid toys 3 
Europe's top-three premium car brands 
are chasing Aston Martin. The ultra* 
luxury British automaker sold mini 
motorized replicas of the V8 Vantage 
Volante and Virage in the late 1980s 
and early "90s to customers including 
Prince Charles, The Aston Martin Vol¬ 
ante Junior, which retailed at £15,000 
($24,000) plus tax, has a gasoline engine 
and a top speed of more than 30 miks 
per hour. The cars have resold for as high 
as £25,000, according to Roger Benning¬ 
ton, managing director of Stratton Motor, 
one of the world’s largest Aston Martin 
dealers, M A lot ot people bought them as 
a collector's item when they had a new 
car built and would normally have the 
Junior built to the same specification；' 
says Bennington, ts I don’t actually think 
many kids gut to use them as they were 
normally the prized possession ofthe 
Aston Martin owner. They were also a 
little bit too fast for children. ,s 
— Chris Reiter 

The bottom line Europe's fuxury c^trfnstkefs hop& 
to boht^r their brands by selling expensive toy cars 
aimed at children — tomorrow's buyers. 


Confections 

Holiday Sweets for 
Those Who Tweet 


► Chocolate makers tap the Internet 
to reach Gan Y shoppers 

►The Web allows Lindt'to be far 
more accessible than it’s ever been" 

Indulgent and affordable, chocolate is 
a popular gift during tough econoni- 
且 c times. Two-thirds of U.S. adults buy 
chocolate during the holidays, accord¬ 
ing to researcher Mintel Internatian- 
al Group. Americans will spend more 
than $200 million on gift boxes, pre¬ 
dicts market tracker Nielsen. And rhe 
shoppers most likely to buy chocolate 
this season, Mintel says, are millennials 
aged 18 to 24, such as Daniel Killeen* The 
23-year-old associate at a Boston venture 
capital firm plans to spend as much as 
$75 on Teuscher's Swiss chocolates for 
his mother and grandmother. 

Trouble is^ younger consumers are 
famously tricky for manufacturers such 
as Kraft Foods, Nestle, and Godiva 
to reach via traditiotial marketing. 
That's pushing many chocolate mak¬ 
ers-long content to pitch consumers 
through magazine ads tir supermarket 
promotions-online in search of youth 
with a sweet tooth. 

In June, Switzerland's Lindt & 
Sprungii hired its first digital marketing 
manager, a Panasonic veteran named 
Kate Dick man，who chats with consum¬ 
ers and provides product updates (such 
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as details on its new Lindor truffles) via a 
blug 3 Twitter feed, and Facebook page, 
w Lindt is allowing the brand to be far 
more accessible than it has ever been in 
the past，” says Thomas Linemayr, chief 
executive officer of Lindt USA. New York 
boutique chocolatier Jacques Torres 
is also embracing the Web. Besides the 
usual social media tools, hell soon debut 
a live video feed from his factories that 
he hopes will wow serious chocoholics. 

Last year, Yildii Holding's Godiva 
Chocolatier showed that Web promo 
tians can lure young buyers when it 
successfully launched a Facebook cam^ 
paign featuring virtual chocolates that 
visitors could send to friends and family, 
says Chief Marketing Officer Lauri Kien 
Katcher. When the recipient “opened” 
the cybergift, she and the sender were 
entered into a contest to win a free as¬ 
sortment of Godiva bonbons monthly 
for a year Jenny Palledri, 23 t a recent 
college grad in North Caldwell, NJ.^ says 
she usually doesn’t endorse specific 
brands on Facebook but would iS defi¬ 
nitely 1 ' follow Godiva’s page if it meant 
a year of free sweets, Godiva has also 
launched a loyalty program giving mem¬ 
bers samples and free shipping-popular 
draws for Gen Yers on tight budgets. 

Chocolate makers are cutting prices, 
too+ Nestled Wonka brands based on the 
fictional chocolate factory uwner, has a 
line of stocking staffers priced from $3 
to $5 t with offbeat packaging that ap¬ 
peals to younger buyers and stands out 
in a sea of white rectangular boxes, says 
seasonal marketing manager Jeremy 
Vandervoet. He says millennials com¬ 
prise a good chunk of the 780,000 fans 
of Nestle's Wonka Facebook page. 

New York's La Maison du Choco- 
lat ， which sells a $1,200 “Candy Cane 
Christmas Tree” that takes 18 hours to 
prepare, launched a Facebook page 
this season to encourage store visits. 
Michael Olsen, who runs the French 
company's Madison Avenue store, 
says about 30 percent ofMaison^s New 
York shoppers are under age 30. Many 
are students from Manhattan private 
schools who come far a chocolate fix 
after class, “We can talk about our choc¬ 
olate until we're blue in the face 广 he 
says. ^IVs all about getting them into the 
stores to taste it.” 一 JWaffft 抑 Boyle 


The bottom fine Chocolate, a popular holiday gift, 
is a with Gen Y consumers. To resoh those 
younger buyers, confectioners are using the Vl/eb. 


Briefs 


Fiji Water 

Shutting off the tap? 



by Caroline Winter 


Fiji’s military government on NovJS expelled 
David Roth, the top local manager of Fiji 
Water, a company owned by Los Angeles bil¬ 
lionaires Stewart and Lynda Resnick. The 
move comes amid rumors that Fiji may limit 
access to the aquifer that supplies the water. 
Roth s visa was revoked following the resig¬ 
nation of acting Prime Minister Ratu Ganilau, 
who left his post citing differences with the 
country's ruler Voreqe Bainlmaranna, 料 over 
the David Roth issue/ 1 Pacific News Agency 
Service reports. Bainimarama has accused 
Fiji Water—which accounts for 20 percent of 
the island nation’s exports—of selling to its 
US. parent at artificially low prices to avoid 
taxes, according to Agence France-Presse. 





Chrysler 

Big hopes for smail-car makers 


$ 15,500 

Executives for the Smart and Mini small- 
car brands hope interest in subcompacts 
will heat up when Fiat’s 500^ with a $15,500 
price, hits U S- showrooms in January. Mini’s 
U 『 S「sales are off by 1,6 percent this year, to 
38,538, while sales of Smart’s U.S. model, 
fort wo, have plummeted 61 percent t to 5,146. 
Small-car makers hope the increased com¬ 
petition will attract interest among American 
buyers, Chrysler, now owned by Fiat, will be 
in charge of marketing the 500. 


上 Crew 

Before Black Friday，a sale 




J.Crew has agreed to 
be acquired by TPG 
Capital and Leon¬ 
ard Green & Partners 
for about $3 billion. 
The new owners say 
they will keep working 
with CEO Millard Drexler, the former Gap 
chief executive, who has doubled J Crew’s 
revenue to $16 billion, since taking over 
in 2003. On Nov, 23, however, the retailer 
lowered its full-year earnings forecast for 
the second time this year. Sales at J.Crew 
stores open at least one year dropped 
1 percent in the quarter ended Oct, 30, 
while net income fell 14 percent. 



Tesco 

Playing catch-up in China 

British retailer Tesco 
plans to quadruple 
its sales annually in 
China, to $6.4 billion, 
and increase its main¬ 
land stores from 88 
to 200 in the next five 
years. Tesco is playing catch-up to rivals Wal- 
Mart and Carrefou^ which entered China 
almost a decade earlier Researcher Planet 
Retail estimates grocery retail sales in China 
will hit $969 billion this year, in September, 
Tesco revealed plans to develop 80 five-story 
Lifespace malls there, with movie theaters 
and restaurants. It is also stepping up expan' 
sion plans in India and South Korea. 



KKR 

Going to the dogs (and cats) 

KKR is in advanced talks to acquire Del 
Monte Foods in a deal that would give 
the New York buyout firm pet¬ 
food brands such as Msow 
Mix, Kibbles n Bits, and 
Milk-Bone, according to 
two people familiar with the 
matter. Del Monte's pet food sales have 
more than doubled since 2006Jo $1.75 bil¬ 
lion, for the year ended May 2, making up 
roughly half the company j s revenue. The 
move is part of an ongoing consolidation of 
the pet food industry, In September, Nestle 
bought dog snack maker Waggsn 1 Train, In 
May] Procter & Gamble] owner of lams and 
Eukanuba r purchased Natura Pet Products, 





Apple Ex-Northrop Grumman CEO Ronald Sugar named director KeyCorp 
Vice-Chair Beth Mooney to become CIO in May Airbus Production chief 


Gerald Weber to resign in March 2011 
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What can a century-old factory 
teach us about the future? 


Siemens technologies breathe new life into old factories — and help 
ensure America’s best manufacturing days are still ahead. 


In the hundred years since the Siemens Motor Manufacturing Plant in Norwood, Ohio, first opened, a lot has changed. 
But the key to its success hasn't: putting the newest technologies in the hands of a skilled workforce. It’s whafs kept 
this factory competitive — and its doors open in even the toughest economic times. And ii could be the blueprint for 
revitalizing manufacturing here at home. Somewhere in America, our team of more than 60,000 employees has already 
answered some of the nation's toughest questions. And we're ready to do it again. 


siemens, com/answers 


SIEMENS 


Release: St 
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Strapped States Are 
No Longer Fans of Hollywood 

► They’re ending generous tax incentives designed to fure Hollywood film and TV productions 

► “We are starting to stem the tide of state government pandering to the film industry” 


The new prime-time ABC television 
show, Detroit bS-7^ is giving the Motor 
City's famous restaurant, American 
Coney Island, a lift. Since the crime dra¬ 
ma's first episode aired in September, 
featuring two TV caps munching on the 
landmark eatery’s chili dogs, customers 
have been pouring in, says Grace Keros t 
the third-generation owner. “It*s given 
the city a new buzz/’ she says. 

What’s good for the restaurant, tiow- 
ever, hasn’t been so great for Michigan 
taxpayers. The show's producers were 
lured by state incentives-a mix of tax 
credits, job-training subsidies, low-inter¬ 
est loans, and other aid. A state repart 
says such subsidies are the most gener¬ 


ous in the US” and cost Michigan taxpay¬ 
ers more than the economic acti\1ty they 
generate. The 355 ftiM-timejobs created 
as a result of t he program last year cost 
the state about $193j000 the study 

found. Rick Snyder, the Republican gov¬ 
ernor-elect, wants to curb the largesse. 

Since 2005 states have granted 
$3,5 billion in incentives to makers of 
films, TV shaws, and commerdals> 3 ac¬ 
cording to a Tax Foundation calcula¬ 
tion for Bloomberg Now, as 
states face a total of $72 billion in budget 
deficits in their coming fiscal years, ac¬ 
cording to the National Conference of 
State Legislatures, some are concluding 
Hollywood gets a lot more than it gives. 


Kansas and New Jersey have suspend¬ 
ed tlieir tax credits. Rhode Island has 
capped subsidies at $15 million annu¬ 
ally, and Wisconsin’s are set at a measly 
$500,000 a yean Arizona's program is 
set to expire on Dec 3h Larry Brownell, 
head of the Association of Film Commis¬ 
sioners International, which represents 
41 of the 42 states offering credits, pre¬ 
dicts half the states will shelve their pro™ 
grams within a decade, 

The film credits, which cover ev¬ 
erything from housing, labor, and 
food to rental equipment and set con- 
stmetion, can be lucrative. Michigan's 
cover as much as 42 percent uf 
a production^ local costs. Such 
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Politics&Policy 


Motor City Movies 



CONVICTION, released October2010 

In photo ： Hilary Swank and director Tony Goldwyn 

Filmed in: Ann Arbor, Detroit, Dexter, Jackson, 
and YpsilantL Mich, 

Estimated lax credits ： $4 2 million 

Box office ： $6.3 million domestic only (not 
released worldwide) 

Economic benefit to Michigan^ $2.4 million 


GRAN TORINO, released January 2009 

In photo ： Glint Eastwood confers with crew 
and cast 

Filmed in: Detroit, Grosse Point Highland Park, 
Royal Oak, and Grand Rapids. Mich, 

Estimated tax credits: $4.7 million 

Box office ： $270 millian worldwide 

Economic benefit to Michigan ； $2.5 million 


DATA ： MICHIGAN SENATE FISCAL AjGEWCV, INTERNET WOVIE DATABASE. EOXOFFiCEMOJO.COM 


incentives have helped attract Hilary 
Swanks Conviction, Clint Eastwood's 
Gran Torino, George Clooney's Up in the 
Air, and 100-plus other films to Michigan. 

After Wisconsin lawmakers slashed 
the state's tax credits, Green Bay native 
Tony Shalhoub of TV's Monk starred in 
ads sponsored by Wisconsin filmmakers 
asking legislators to reconsider. When 
Governor Chris Christie in New Jersey 
called off that state's 20-percent-of-costs 
rebates onjuly 1 inan austerity move ， 
WBC’s Law& Order ： SVU moved across 
the river to shoot in New York. 

Tax analysts say it’s about time Hol¬ 
lywood took a back seat to more press¬ 
ing needs. “We are starting to stem the 
tide of state government pandering to 
the film industry,” says Bill Ahern，policy 
director for the Tax Foundation, which 
advocates lower taxes. 

The credits also have aroused criti¬ 
cism because some states make them 
refundable. That means a production 
owing little or no state taxes still gets 
a check for the portion ol the tax 
breaks it didn’t need. In Michi¬ 
gan and 13 other states die cred¬ 
its are also transferable and 
can be sold in a secondary 
market to companies look¬ 
ing to cut their own taxes. 

Often the transactions are 
secret. A Connecticut non- 
profifs Freedom of Informa¬ 
tion Act request forced the 
state to reveal that Bank of 
America, Wachovia, HeFshey, 



Comcast, Provident Life & Casualty 
Insurance, and Colonial life & Acci¬ 
dent Insurance had bought credits from 
filmmakers to lower their lax bills. Provi¬ 
dent, Colonial, and Bank of America 
confirmed that they purchased the tax 
credits and declined to comment fur¬ 
ther, The other three declined to com¬ 
ment. “Outrageous，” says Robert Tan- 
nenwald，a former vice-president at the 
Boston Federal Reserve Bank and now 
a senior fellow at the Center on Budget 
and Policy Priorities, “There’s no reason 
fora government to finance a financial 
institution in such a circuitous way/ 1 
圍 n Louisiana (which first offered Hoi- 
lywood tax breaks in 1992), a film studio 
owner is set to be sentenced in January 
after pleading guilty to wire fraud in a 
scheme to sell $L9 million in bogus cred¬ 
its to quarterback Drew Brees and other 
New Orleans Saints. A subsidy scandal 
hit Michigan in August when an inves¬ 
tor in a planned Grand Rapids studio 
was charged with attempted fraud in ap¬ 
plying for the state's 25 percent movie 
infrastructure credit, Iowa suspended 
its tax-credit program last year after two 
producers were charged with fraud. 
Filmmaker Michael Moore attacked 
film tax credits in 2008, saying large 
corporations like Viacom were get¬ 
ting them. He now says the lures are 
important for Michigan because it’s 
far down in the toiler economically. A 
Flint native* Moore says lie's using the 
$1 million state credit he received for last 
^ year’s Capita A Love Story-dis- 


WHIP IT, released October 2009 

In photo ： Drew Barrymore in her 
directorial debut 

Filmed iti: Ann Arbor, Detroit Novi, 
and Ferndale, Mich. 

Estimated tax credits: $4.S million 

Box office: $16.6 million worldwide 

Economic benefit to Michigan ： $2.5 million 


tributed by Viacom—to restore aging the¬ 
aters around Michigan. 

Some states are staying in the game* 
Calif ornia began offering credits last 
year; New York just extended its program 
for five years ； and Florida and Virginia 
recently enacted new enticements. 
think the stares are recognizing that they 
are an economic stimulus 广 says Vans 
Stevenson, a senior vice-president of the 
Motion Picture Association of America, 
An October poll shows Michigan 
voters like the movie subsidies，and it's 
no surprise，says economist David Zia, 
There’s a certain thrill tu having Drew 
Barrymore (who shot parts of her direc¬ 
torial debut，Wftfp It, in Michigan) take 
up residence, if only temporarily. But the 
total return in tax revenue has been a 
little more than lOq: on each dollar spent, 
Zin says, adding that Michigan will prob¬ 
ably get some $80 million in economic 
activity from productions-less than the 
$125 million the state will likely spend, 

“ With that kind of moneys Michigan 
State University economics prof essor 
Charles Ballard says，“we could have a 
citrus industry in ibe Upper Peninsula/ 1 
Carrie Jones, the Michigan Film 
Office director, says Zin's numbers don’t 
tdi the whole story and that it’s too 
soon to judge the program^ success. 
“We need a little more time, she says. 
Time may have run oui. 

—Tom Moroney f with Michael White 

The bottom fine States are oanc&firtg subside used 
to ture f-tottywood pfoduetbn^, which aren f t creating 
enough jobs to justify the cost. 
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Congress 

Cimate Skeptics 
Storm the Capitol 

Cap and trade may be |usf the first 
casualty of climate-change doubters 

Reasonable people have serious 
questions about...the science" 

“I am vindicated 广 says Republican 
Senator James M. Inhofe of Oklahoma ， 
who was ridiculed by environmen¬ 
talists in 2003 when he declared that 
man-made global warming was the 
^greatest hoax ever perpetuated on the 
American people ■” 

He has reason to crow: His party's 
sweep of the midterm elections will 
bring into office almost four dozen new 
lawmakers (11 senators and at least 36 
House members) who share his skepti¬ 
cism about climate change, according 
to ThinkProgiess, an arm of tlie Center 
for American Progress Action Fund, a 
Washington research group allied with 
Democrats. They join a smaller group of 
Republican incumbents, same of whom 
will assume powerful committee posi¬ 
tions in January, who also reject that 
global warming is an immediatti threat. 
Their influence could be felt soon. 
When Obama Administration nego¬ 
tiators arrive in Cancmi, Mexico, on 
Nov, 29 for 12 days of climate-change 
talks, they will no longer be able to claim 
that their policy agenda-to push for 
global action on climate change-has the 
full backing o f Congress (page 59). 

The day after the Nov + 2 elections, 
President Barack Obama acknowl¬ 
edged that the new balance of power 
requires him to scale back his environ¬ 
mental agenda. The President has all but 


The Climate-Change Casualty List 


Senator 
James Inhofe, 
a longtime dimate-cliange 
skeptic，will soon far 
lonely In Washington. 
At least 47 incoming 
Republicans deny that 
science proves luiiuan 
iictivity Is warming 
the planet. 


scrapped plans for legislation that would 
require companies to buy and sell pol¬ 
lution allowances, a so-called cap-and- 
trade system. Even modest goals could 
be tough to realize. Republicans say they 
will seek to roll back Environmental Pro¬ 
tection Agency rules, set to take effect in 
January, limiting carbon emissions, as 
well as restrictions on coal mining. They 
also may try to block billions 
of dollars in federal funds 
the Administration 
has directed to wind, 
solar, and other aU 
ternative sources, as 
well as electric-car 
technologies，areas 
Obama pitches as the 
manufacturing engine 
of the future. 

“It’s hard to spin that 
it’s a good thing/ 1 says Gerard 
Waldron, a partner with Wash¬ 
ington-based law firm Cov¬ 
ington & Burling, referring 
to the elections that gave 
Republicans control of the 
House and more seats in 
the Senate, “We’re going 
to focus on our domestic 
situation, and well have 
to explain to the world 
what American democ 
racy looks like. Com¬ 
panies that have in¬ 
vested in renewables 
are disappointed. 

“Climate change isn’t 
going away 广 says 
Lewis Hay, CEO of 
NextEra Energy, 
the largest U.S. 
producer of 
wind and solar 
energy, ttf We J re 
going to have 



to take action sooner or later/ 1 

As an aide to Representative Edward 
Markey (D Mass,)，who heads a House 
panel on global warming, Waldron 
helped write cap-and-trade legislation. 
The House passed a bill in 2009, but 
it died earlier this year in the Senate. 

The bill's demise led the Chicago Cli¬ 
mate Exchange 3 a voluntary U + S, carbon 
trading market acquired this summer 
for $600 million by Atlanta-based 
Infercontinental Exchange, to an¬ 
nounce in October that it planned 
to shut down at yearend for lack 
of activity. 

Meanwhile, the number 
of Americans who agree tlie 
earth is warming because of 
man-made activity has been in 
『 free fall，dropping to 34 percent 
in October, from 50 percent in July 
2006, according to a poll by die Pew 
Research Center for the People & the 
Press + Now lawmakers who reject the 
notion that there is ironclad evidence 
of global warming are rising in senior¬ 
ity in the House，Representative Ralph 
M. Hal], a Texas Republican, is in line 
to chair the House Science and Tech¬ 
nology Committee, which oversees 
numerous federal agencies 
conducting di mate- 
change research, ^Rea¬ 
sonable people have 
serious questions about 
our knowledge of the 
state of the science/ 5 
Hall says. Represen¬ 
tative John Shimkus 
of Illinois is vying 
to become chair¬ 
man of the powerful 
House Energy and 
Commerce Commit' 
tee, At a March 
2009 hearing, 



The incoming class 
of House and Senate 
Republicans include 
at least 47 whu deny 
that scientific data 
prove human activity 
is warming the planet, 
Here’s how they may 
complicate the Obama 
Administration's 
climat^-changt? agenda: 


Mandatory 

Cap^and-Trade 

Program 

Already on life support, 
legislation to create 
a market for carbon 
[$ now 

considered dead in the 
next Congress. 


VoEuntary Carbon 
Trading 

The Chicago Climate 
Exchange announced 
in October it would 
shut down a voluntary 
carbon-triiding market 
ai the end of Uie year 
after determining that 
it was unlikely 
Congress would force 
emissions cuts. 


Environ mentat 
Protection 
Agency Rules 

RepubJltans And 
coal-slate Democrats 

COUld up to 

pass legislation to 
stop or slow down 
EPA rules that would 
force power plants 
cind Jarge factories to 
cut greenhouses 
pollution. 


Climate^ Change 
Oversight 

Representative Darrell 
■ssa (R-Calif.), incoming 
cKiiirmaii of the 
House Oversight and 
Government Reform 
CommLtt&e^ plans lo 
investigate how EIWs 
dean-iiLr rules may 
affect tlie economy 』 


Stimulus 

Funds 


Republicans may try lo 
rescind the $23 billion 
in stimulus funds that 
have yet to be spent by 
the Energy Dept, and 
curtail R&D subsidies 
for solar, wind, and 
dettric cars ynd 
battenes. 


DATA ： BLOOMBERG, ENERGY DEPT. 
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he said the Bible teaches that climate 
change won’t destroy the planet. 

Such statements could make it more 
difficult for the U.S. to convince other 
countries that it can meet its goal, 
pledged a year ago in Copenhagen, of 
cutting emissions to about 17 percent 
below 2005 levels by 2020. The US, will 
join about 190 countries in Cancun for 
UN.-led talks aimed at drafting a new 
treaty, Obama’s lead negotiator, Todd 
D+ Stem, has said the U.S, will stand 
behind the target. It’s probably a waste 
of time, says Inhofe^ With Congress un¬ 
likely to adopt any carbon liniite, nego¬ 
tiators will have little to do “other than 
swim ™ he says. 

The U.S* insists it will reduce emis¬ 
sions by raising fuel-efficiency stan¬ 
dards and through EPA regulation. The 
new Congress, however, could vote 
to delay the EPA rules or prohibit the 
agency from spending any money to 
implement them, which would have 
the same effect. With 9-6 percent un¬ 
employment, now is not the time to 
put new conditions on business, says 
Representative-elect Joe Walsh (R-IlL), 
a skeptic. “We can’t be put in a posi¬ 
tion where we are going to rush head¬ 
long into a policy that is going ro tax 
our businesses and our families/' says 
Walsh # a Tea Party favorite* 

—— Jim Snyder and Kim Chipman 

■ - - r i _■_， p - - I r ■ ■ ■ - - - i r ■ b - *■ »i p - - i p - - i r ■ p i t ■? ► r - ^ i 

The bottom tine Numerous gioh^l-warming skeptics 
taking office in the next Congress wilt try to undo 
President Obamas environmentat initiatives, 


Government Motors 

A Good Day For 
Obama’s Auto Bankers 

The GM initial stock offering was a 
nail-biter for two men at Treasury 

The officials “passed with flying 
colors," says one finance professor 

Want to underwrite one of the largest mi- 
tial public offerings in history? Chop your 
usual fee by three ■foimhs and commit to 
limiting Wall Street’s windfall 

That was the deal David Miller and 
Tim Massad, the unheralded govern¬ 
ment architects behind the General 
Motors stock offering, gave investment 
banks interested in handling the deal 
When the two Treasury Dept, officials 
made their expectations dear, “we 
could kind of hear their jaws drop over 
the phone:’ says Massad. 

Massad, acting assistant secretary for 
financial stability, and Miller, chief in¬ 
vestment officer for the Troubled Asset 
Relief Program, were President Barack 
Obama’s dealinakers on the Nov. 17 sale 
of GM stock，along with two Obama 
aides-manufacturing czar Ron Bloom 
and economic adviser Brian Deese. 

The IPO, led byJPMorgan Chase and 
Morgan Stanley, was a nail-biter for 
Massad and Miller，who also manage 
the government's bank aad insurance 


company investments. As Miller says, 
“you want the deal to go weir with¬ 
out looking overly optimistic in pricing 
the shares. “At the same time, we don’t 
want it to go up way too mucli” because 
that would mean taxpayers left money 
on the table on the first day of trading. 

GM’s shares, initially priced at $33, 
rose 3.6 percent on Nov. 18, the first 
day of trading-exactly the “sweet spot” 
Miller and Massad wanted. Of the nearly 
$20 billion raised, almost $12 billion 
went to the US, Says Jay Ritter, a finance 
professor at the University of Florida sn 
Gainesville wlio studies IPOs: Treasury 
officials ''passed with flying colors*’’ 
Taxpayers, however, haven't broken 
even on GM + The government needed to 
sell its entire stake for about $44 a share 
for that to happen. The U.S. would need 
to sell its remaining 37 percent owner¬ 
ship of GM at $53 a share for taxpayers 
to be made whole. 

Miller and Massad say they aren’t 
waiting for the stock to reach that level. 
“We’re not a private equity fund/" 
Massad says- “We believe that promot¬ 
ing financial stability means we should 
exit as soon as we can,” Of the $50 bil¬ 
lion the government gave GM in 2008 
and early 2009 when the auto industry 
was near collapse, Treasury says it will 
recover $9.5 billion through interest, 
loan repayments, and preferred stock 
dividends. Ultimately, the government 
may lose $5 billion to $7 billion of the 
$85 billion auto industry rescue effort, 



One of the 
trickiest pans of the 
GIVI deal for Treasury 、 
Miller (left} and Massad; 
Setting a fee that would 
entice Wull Street 
yet ensure they didn^i 
prolit M taxpayers^ 
expanse. 
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Steven Rattner, former head of the Pres¬ 
ident's auto task force, said in a Nov. 17 
Bloomberg Radio interview. 

Investment banking fees were one of 
the trickiest parts of the deal, says Herb 
Allison，the former Fannie Mae and 
Merrill Lynch executive who led Trea¬ 
sury's financial stability office from June 
2009 through September 2010. If the 
government were too soft on the invest¬ 
ment firms，Wall Street would profit at 
taxpayer expense. If too strict，the best 
firms might walk away. “That was a diffi¬ 
cult decision 广 Allison says of Treasury’s 
demand fora 0.75 percent fee + “ithink 
it proved to be the right one, 

Massad ， 54, is a former corporate 
lawyer at Cravath, Swaine & Moore who 
has worked on hundreds of IPOs, al¬ 
though this is his first one as the client. 
He earned undergraduate and law de¬ 
grees from Harvard. Miller ， 34, worked 
on deals in Goldman Sachs Group’s spe¬ 
cial situations unit, laying the giound- 
work for his job managing TARP’s com¬ 
plex mix of preferred shares* common 
stock 3 warrants, guarantees, and divi¬ 
dend agreements. Before going to Har- 
vard Business School he studied eco¬ 
nomics at Dartmouth, where he also 
minured in film studies. 

The pairs labors aren’t over yet. 
They still need to manage the rest of 
the government’s auto stake, along with 
its holdings in American Internation¬ 
al Group ， Citigroup, and hundreds of 
smaller institutions, "We have respon¬ 
sibility for almost $200 billion of assets 
and only one of those, which is very 
important, is General Motors:’ Miller 
says- ^While it would have been nice 
to spend the day watching and feeling 
good about it, there was other business 
to attend to.” 

— Rebecca Christie and Ian Katz 

Th& bottom fin& Tivo Treasury officials, both former 
Wail Street^, were the government^ inutile hand 
behind GM's successful stock offering. 


Transportation 

Close Encounters of 
The Security Kind 

TSA s s John Pistole is grappling with 
a public insurrection 

► “This story has legs that it probably 
shouldn't have” 


Before the Transportation Security Ad- 
ministration tested a new plan to sub¬ 
ject passengers at airports in Boston 
and Las Vegas to all-body pat-downs 
last summer，aides urged the agency’s 
new chief, John S. Pistole, to alert the 
public* He declined. Doing so, he re¬ 
called months later, would have tipped 
off terrorists that similar body search¬ 
es weren't being done at 451 other ILS- 
airports. “That gives an opportunity for 
somebody with bad intent™ Pistole said 
in a Nov, 19 interview. 

That decision helped spark the back¬ 
lash that erupted this month, when 
thorough pat-downs began nationwide 
for travelers who decline body scans 
or trigger metal-detector alarms* The 
result was a Thanksgiving week，one of 
the year’s busiest for air travel that may 
be remembered not for family gather¬ 
ings, turkey, and yams bur as a season of 
rage over the kidignity of intrusive pat- 
downs by TSA agents. 

The lack of public education - ( has 
been a downfall" says Jeffrey 
Sural, a lawyer with Wash¬ 
ington law firm Alston & 

Bird and a former TSA 
assistant administra¬ 
tor. 'This story has 
legs that it probably 
shouldn’t have/’ The 
insurrection has 
spawned a folk hero ， 产 
John Tyner, the “DorTt 


Touch My Junk” man, whose resistance 
became a viral Internet sensation. In 
Congress, Senator George LeMieux, a 
Florida Republican, said at a hearing on 
Nov. 17 that he wouldn’t want his “wife 
to be touched in the way that these folks 
are being touched: Even Secretary of 
State Hillary Clinton said on GBS s Face 
the Naiion on Nov. 21 that she would be 
none too pleased if she had to submit to 
the new procedure. 

The pat-down uproar may owe some¬ 
thing to Pistole's background. Before 
taking the post five months ago, he spent 
26 years at the FBI, where he led counter- 
terrorism efforts after the September 11 
attacks and rose to deputy director of the 
bureau In 2004, He participated in the 
probes of the attempt by a man carry¬ 
ing explosives in his underpants to bring 
down a passenger plane on Christinas 
Day, 2003 s and the attempted bombing in 
May in New York's Times Square, 

The Obama Administration was at¬ 
tracted to Pistole’s law enforcement 
resume as it searched for a credible 
TSA head. The post had been vacant 
for more than a year after two previ¬ 
ous nominees withdrew. Pistole (pro¬ 
nounced pistol) even looks the part: A 
rangy man who sits 


400 


Murribgr of body 
$0^nners now 
in service 
at 70 US. 
airports 



ramrod straight 
and stands 6-foot- 
3, he could play the 
G-Man in a Holly* 
wood production. 

Pistole* 54, ac¬ 
knowledges he may 
have fallen short 
in the customer- 
relations depart¬ 
ment. (t We can do 
better, he said in 
the interview. Wrestling with his inner 
G-Man, Pistole said he is carefully con¬ 
sidering a demonstration of pat-down 
procedures for the press. “If we demon¬ 
strate exactly what we're doing f is that 
again a road map to the terrorists? M 
His challenge now is per- 
siiading the public to accept 
that the invasive 
^ searches are 
for their own good 
and that the policy is 
the result of better in¬ 
telligence gathering, 
rather than a desire to 
harass travelers. 

Look, I recognize it’s 
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uncomfortable/" Pistole said st We have 
to make sure that we are providing the 
best security while trying to afford the 
best privacy, and there's a dynamic ten¬ 
sion there/* — John Hughes 


The bottom Ime The new head of the TSA is caught 
in a tiproar over the right 

protecting travelers' privacy and their security. 


Financial Regulation 

Geithner’s 
Derivatives Dilemma 


Banks want currency derivatives 
exempted from oversight 

^ 1( l urge Treasury not to create a 
potentially dangerous loophole” 

Treasury Secretary Timothy Geithner is 
in a difficult spot. Last year, as Congress 
was negotiating what became the Dodd- 
Frank financial-reform law, he sought 
to exclude foreign exchange derivatives 
from new regulations- Gary Gensler, 
the Commodity Futures Trading Com¬ 
mission chief and soon-to-be-regulator 
of derivatives, opposed the move. Con¬ 
gress split the difference by including 


currencies but also giving Geithner the 
authority to study the instruments and 
decide whether to exempt them. 

Now a coalition of 20 companies ， 
including Deutsche Bank，Bank of 
New York Mellon, and UBS, is pushing 
Geithner to give currency derivatives 
a pass from oversight. They argue that 
foreign exchange is less complex than 
other derivatives and played no role in 
the financial crisis, unlike the credit de¬ 
fault swaps that brought down Ameri. 
can International Group. 

At $42 triilion, currency swaps and 
forwards-the types of derivatives in 
question-make up the second-largest 
over-the-counter derivatives market after 
interest-rate swaps, “This is the ultimate 
unregulated market, says Bill Brown, a 
professor at Duke University School of 
Law who once oversaw exchange-traded 
derivatives at Morgan Stanley. “Youy 
better believe if you leave the curren¬ 
cy markets totally unwatched they will 
probably be one of the places that blow 
up next,” says Brown, wlio thinks both 
sides have valid arguments* 

Currency derivatives are contracts 
that allow importers and exporters to 
lock in favorable rates when they must 
convert fluids from one currency to an¬ 
other. Ford Motor used them to protect 


Geithner must decide 
whether to exempt die 
$42 triSOon ctirren 
derivatives market from 
most of (he Dodd-Fraiili law« 
Gieduding rtiem cimid aj^er 
some Democrats^ consumer 
groups Liruf … 


… Gensler, chairman of 
the Commodity Futures 
Trading Covninission^ who 
would oversight of 
currency derivatives^ Last 
year, Gensler protested 
such a move before 
Congress* 





profits on U.S.-made F-Series trucks sold 
in Mexico and Canada, Neil M. Schloss, 
vice-president and treasurer at Ford, tes¬ 
tified to Congress in November 2009. 
Hedge funds and other investors also use 
them as speculative instruments- 
The banks warn that new rules 
would drive trades offshore and could 
even threaten the Federal Reserve's abil¬ 
ity to set monetary policy. During the 
congressional debate, the Fed agreed 
that currency derivatives should be ex¬ 
empted, US, commercial banks record¬ 
ed $4.3 billion in second-quarter rev¬ 
enue from trading of foreign exchange 
derivatives, according to the U-S. Office 
of the Comptroller of the Currency. 
While 85 percent of foreign exchange 
transactions involve the U.S. dollar, only 
IS percent of dollar-based trades are 
handled in the U.S. Britain holds the big¬ 
gest market share, with 37 percent, 

The banks 1 opponents say an ex¬ 
emption would open a giant gap in the 
new law. €i l urge Treasury not to create 
a potentially dangerous loophole，’’ says 
Senator Maria Cantwei! (D-Wash.), She 
agrees with Gensler, who last year wrote 
to lawmakers that Treasury’s proposed 
exemption threatened to “swallow up 
the regulation/ 1 Gmsler declined to 
comment further. 

Now Geithner must find a way to 
satisfy lawmakers and regulators with¬ 
out disrupting the market or caus¬ 
ing job losses if banks move traders 
offshore. Signed by President Barack 
Obama in July, the Wall Street reform 
law requires most derivatives to be 
traded on an exchange or through a 
clearinghouse, where the parties would 
be required to post collateral* The idea 
is to make the process more transpar¬ 
ent and guarantee the trades can be 
settled in an orderly fashion, thus re¬ 
ducing the risk that excessive specula¬ 
tion or trades gone bad threaten the 
entire financial system. 

Even if Geithner agreed to exclude 
currency derivatives from regulation, 
banks would still have to report infor¬ 
mation about their trades to new central 
databases. Treasury is accepting public 
comment until Nov. 29 and notes that 
Geithner hasn’t decided whether an 
exclusion is war ranted ■❻ 

一 Robert Schmidt and Silla Brush 


The bottom fine Geithner is caught between 
bankers snd r^gul^tor^ on how much oversight 
to give currency derivatives. 
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the definition of insanity is doing the same 
thing over artd over again and expecting 
different results. 

Much like that E = MC 2 thing, he had 
a pretty good point. 

If you want to see a positive change in the way your 
business runs, you have to change the way you think 
and work, Mil liken Performance Solutions 
can make that happen. 

Our proven processes, more than 145 years in the 
making, have led Millsken to earn numerous honors, 
including the Malcolm Baldrige National Quality Award, 

Let Milliken Performance Solutions help you see 
things in a new light - improve safety, cut costs and 
increase employee engagement. 

Now that’s geniu& r 


MILLIKEN 

PERFORMANCE 

SOLUTIONS 


Be our guest for just fwo days, and well 
show you how our process can change the 
way /oii do business, Cali us at 864-503-1359 
to schedule your tour. Visit us on the web 
at M^/kenPerformaficeSolutions.com, 
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What’s in the Box? 
Instant Gratification 
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► Customers love Prime ， Amazon’s two-day shipping program. Now rivals are copying it 

► “Amazon is an existential threat，and Prime is the fuel of the engine” 




s 


Ruth Tinsley made two momentous 
changes lo her life in the last year. In 
December she had identical twin girls. 
A few weeks later she signed up tor 
Ainazonxom's free shipping service, 
Amazon Prime, which guarantees de¬ 
livery of products within two days for 
an annual fee of $79, Tlie combination 


of those two events turned the graphic 
designer from Birminghamj Ala + , into 
an Amazon loyalist who now buys soft¬ 
ware Jewelry, and birthday gifts on 


the site. Her 2010 Amazon total head 篇 


ing into the holidays ： 150 individual 
items, up from 82 in all of 2009. “Now 
if 1 see or hear about a product some¬ 
where else, FII always check first to see 


if Amazon has it；' Tinsley says. 

Amazon Prime may be the most 
ingenious and effective customer loy¬ 
alty program in all of e-commerce^ if 
not retail in general. It converts casual 
shoppers like Tinsley, who gorge on the 
gratification of having purchases reli¬ 
ably appear two days after they order ， 
into Amazon addicts. Analysts describe 
Prime as one of the main factors driv- 


Some analysts estimate 
Prime may be responsible 
for up to 20 percent of 
Amazon’s U.S. sales 


ing Amazon’s stock prke-up 296 per¬ 
cent in the last two years-and the main 
reason Amazon’s sales grew 30 percent 
during the recession while other retail¬ 
ers flailed. At the same time. Prime has 
proven exceedingly difficult for rivals 
to copy: Ii allows Amazon to exploit its 
wide selection, low prices, network of 
third-party merchants, and finely tuned 
distribution system, while also keying 
off that faintly irrational human need 
to maximize the benefits of a club you 
have already paid to join- 

Now six years after the program's 
creation ， rivals, both online and oft; 
have sensed the increasing threat 
posed by Prime and are rushing to 
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try to respond, Wal-Mart Stores, Best 
Buy, Target ， and J.C, Penney have 
recently unveiled free shipping pro¬ 
motions for the holidays^ turning the 
fall shopping season into a race to see 
who can go furthest in lowering ship¬ 
ping costs. In August, eBay announced 




its first rewards program, eBay Bucks ， 
which gives shoppers 2 percent back 
on items purchased on the auction site 
using PayPaL Last month a consor¬ 
tium of more than 20 retailers, includ¬ 
ing Barnes & Noble, Sports Author¬ 
ity, and Toys 'W Us, banded together 
with their own copycat $79, two-day 
shipping program, ShopRunner, which 
applies to prutiucts across their Web 
sites. “As Amazon added more mer¬ 
chandising categories to Prime, retail¬ 
ers started feeling the pain 广 says Fiona 
Dias, executive vice-president at GSI 
Commerce, which administers the 
ShopRunner service, “They have finally 
come to understand that Amazon is an 
existential threat and that Prime is the 
fuel of the engine: 

Amazon relentlessly promotes Prime 
in press releases and on its home page, 
and this year started offering free Prime 
trials to students and parents. The com¬ 
pany declines to disclose specifics about 
the program, though analysts estimate it 
has more than 4 million members in the 
US. ? a small slice of Ama^on s s 121 mil- 
lian active buyers worldwide. Analysts 
say Prime members increase their pur¬ 
chases on the site by about 150 percent 
after they join and maybe responsible 
for as much as 20 percent of Amazon's 
overall sales in the ILS. The compa- 
n/s executives acknowledge only that 
the program gets people to buy more- 
and more kinds of items-on the site, 

“In all my years here, I don’t remem¬ 
ber anything that has 
been as success¬ 
ful at getting cus¬ 
tomers to shop 
in new product 
lines； 5 says Robbie 


Schwietzer, vice-president of 
Amazon Prime and an eight- 
year veteran of the company. 

Prime came to life in late 
2004, the result ofayears-Iotig 
search at Amazon for 
the right loyalty program. 

An Amazon software engineer 
named Charlie Ward first sug- 



TARGET. 


ity so they wouldn't shop 
anywhere ebe,” says 
Vijay Ravindran, who 
worked on the Prime 
team and is now chief 
digital officer for The 
Washington Post. After the 
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gested the idea of a free shipping service 
via a suggestion box feature on Amazon’s 
interna] Web site, according to Ward's 
colleagues at the time. Bing Gordon, an 
Amazon board member and venture cap¬ 
italist, says he came up with the “Prime” 
name，while other executives, including 
Chief Executive Jeffrey P + Bezos himself, 
devised the free two-day shipping offer, 
which exploited Amazon^ ability to ac¬ 
celerate the handling of individual items 
in its distribution centers. 

According to several farmer employ¬ 
ees who participated in the program's 
creation, Bezos commissioned Prime in 
December 2004 at an unusual Sat¬ 
urday meeting in the boat ， 
house behind his 
home in Medma J 辦 & 

二 i ©Wafmairt 办 

team of employees 
they could commandeer other 
company engineers and resources, and 
instructed them to ready Prime for a 
rollout in time for the company’s fourth- 
quarter earnings report in January, less 
than two months away. The progi am is a 
“big idea, Bezos told the group that day 
in the boathouse, according to people 
who were there, and one that would help 
the company farther capture the devo¬ 
tion o f its best customers. 

Bezos met with the group three times 
a week during that span. When the team 
members said they could not malte the 
deadline, Bezos, eager to take advan¬ 
tage of the free publicity from earnings 
amiouQcements, delayed the report by 
a week. One challenge was selecting the 
annual fee for the service; there were no 
clear fmancial models because no one 
knew how many customers would join 
or how it would affect their purchasing 
habits. The team ultimately went with 
$79 mainly because 
it's a prime number, 

'"It was never about 
the $79 dollars. It was 
really about chang¬ 
ing people's mental- 


in just three months, not 
the two years the team had origiaally 
forecast. The results “blew us away™ 
says Jeff Holden，who led the team and 
now runs Pelago, a startup that makes a 
mobile phane game called Whrll. 

Amazon now offers Prime in the 
continental U.S, Britain, Germany, 
France, and Japan, and Schwietzer says 
the company is moving toward guar¬ 
anteeing Prime shipments within a day 
instead of two days. Analysts are divid¬ 
ed on whether the free shipping offers 
from Wal-Mart and others will affect 
Prime, Some point to the fact that these 
offers will expire after Christmas and 
do not guarantee two-day delivery, and 
say consumers will find Prime the 
better deal Others, 
like Gene Munster 
at Piper Jaffray, 
think shoppers will 
think twice about 
paying that $79, at 
least for now* !t Free shipping does un¬ 
dermine Prime, Munster says, ^Wal- 
Mart made every person in America a 
Prime user overnight 厂 

Another debate among Amazon aaa- 
lysts and customers is whether Prime is 
actually worth the money, Many mem¬ 
bers swear by the service and evange¬ 
lize about it- Ruth Tinsley says she has 
gotten several friends to join. Others 
question whether Prime is really a good 
deal, since Amazon usually offers free 
shipping when customers buy more 
than $25 worth of items at a single time. 
The company now reliably ships to cer ， 
tain parts of the country such as New 
York and San Francisco within a few 
days and at no extra charge. 

“I don't think it’s a bargain at all； 1 
says Kit Yarrow, a professor of psychol- 
ogy and marketing at Golden Gate Uni¬ 
versity who recently got a free Prime 
trial and cancelled it after a month. 

■ f Really what people are paying for is im¬ 
mediate gratification —Brad Stone 


The bottom line and others w^nt to 

repfhBte the success of Amazon Prime T which has 
boosted customer /oya/fy and safes at the e~tailer. 
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Databases 

A Web Site for the 
World’s Materialists 

► NYC startup Thingd is categorizing 
every product and object 

► “I want to be able to keep track of 
the stuff that I have in my life" 

Web entrepreneur Joseph Einhom's new 
site, The Fancy, is about what it sounds 
like: a collection of beautiful stuff. It’s an 
invitation-only photo blog where more 
than 5,000 tastemakers and celebrities 
upload and tag images of their posses¬ 
sions, as well as the baubles they'd like to 
own. Actor Ashton Kutcher showed off a 
Leathennan multitool the other day; the 
m^cian David Blaine recently added an 
image of a Leica M9 camera* 

It’s a simple concept, and a window 
onto Einhom’s complex goal ofbuild^ 
ing an online “catalogue of everything 
in the world/’ as he puts it. The Fancy is 
the outward face of Thingd (pronounced 
Thing D), the company Ehihorn ， 29 ， 
founded in June 2009. “Where Google 
is an index of websites, and Facebook is 
a database of people, we want to be the 
database of everything；" he says, 

Thingd is backed by a who’s who of 
investors, including venture capital firm 
Andreessen Horowitz, investment 
bank Alien & Co. r and MTV found¬ 
er Bob Pittman, Twitter creator jack 
Dorsey and Facebook co-founder Chris 
Hughes sit on the board. They're betting 
that Einhorn, a New York City native 
who joined the financial information 
cumpany Capital IQ at agt: 16 and built 
much of its technology, can mint money 
out of data once again. (Standard & 
Poofs acquired Capital IQ for more 
than $200 million in 2004,) 

Thingd's computer servers constant¬ 
ly crawl tens of thousands of product- 
rich websites, such as J. Crew and Best 
Buy. When the program comes across 
an unfamiliar object-whether ir be a 
shoe or a stapler or a truck—it collects 
an image, extracts whatever related 
facts it can find, and then adds the item 
to the database. So far, the crawler has 
identified more than 100 million items, 
and it aims for as much specificity as 
possible-a white 1999 Ford Explorer, 
for instance, rather than just an SUV. 


The Fancy is a crowdsourced supple¬ 
ment. When people upload photos to 
The Fancy, says Einhorn, ^they're just 
training our database ■” The database be¬ 
comes smarter over time-once it’s seen 
several pictures of, say, a chandelier, it 
starts to recognize the same chandelier 
in other pictures, even when no identi¬ 
fying information is available, 

Thingd plans to turn its data into 
revenue by raking in affiliate fees，the 
small sums retailers like Amazon.com 
pay Web sites when they refer visitors 
that end up making purchases, Einhorn 
hopes to partner with media websites 
such as Vogiie.com, which could use 
Thingd’s technology to automatically 
identify products in photos and provide 
information about them to consumers, 
Thingd would share the affiliate fees if 
links lead to a purchase. The compa¬ 
ny could also help private buyers and 

Every time someone 
uploads a photo to 
The Fancy, “they’re just 
training our database” 


sellers of secondhand goods find each 
other and take a cut of the transactions 
(a la eBay), 

Thingd has built an iPhone app for 
The Fancy and plans to open the styl¬ 
ish phyground to the masses within the 
year. Board member Hughes says that 
despite being a "really simple^ web¬ 
site and invitation-only at the moment, 
The Fancy “is moving through Twitter, 
moving through Facebook, and moving 
through blogs at the rate that you like lo 
see/’ Sasha Charnin Morrison, the fash- 
ion director at Us says it's a hit 

with her staff ： “We love the presenta¬ 
tion of it/ 1 Hughes suggests that the suc¬ 
cess of locatioii-tracking applications like 
Foursquare and social networking sites 
proves that there's an audience for The 
Fancy. “If 1 can keep track of where I am 
physically in a city and if I can keep track 
of what my friends are doing/’ he says ， 
“then I want to be able to keep track of 
the stuft that 1 have in my life/' 

Thingd isiVt the only company to spot 
this opportunity. ^The field of entity tag¬ 
ging is exploding；" says Roger Ehren- 
berg f a New York City-based veiv 
ture capitalist. Other startups, lie 
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says, are also working to categorize real- 
world objects. Einhorn say& he*s thrilled 
by the competition because it means 
Thingd is at least playing the right game. 
An online catalogue of stuff is “going to 
bappen, ,f he says. “The question is # 'Can 
we be the re? 1 ” 一 Ira Boudivaj 

The bottom fine Thingd is categorizing the world's 
$tuft r and plans to make money off affiliate fees and 
transactions of secondhand goods. 


Acquisitions 

So Google% Buying Your 
Startup. Now What? 


►The company’s M&A chief has to 
persuade founders to stick around 

► i! lt can be very challenging to work 
in a company the size of Google" 

Yaird think David La wee has it easy. 
He’s the mergers-and -acq uis it ions chief 
for Google, a company with $33>4 bil¬ 
lion in cash and a willingness to spend 
it. The search giant’s pay is good and 
its perks are legendary, so persuad¬ 
ing scrappy startups to sell for multi. 
miHion-dollar sums should be a cinch. 
But Google's stock is past its days of 
heady growth, and hotter rivals like Fa¬ 
ce book are making deals of their own ， 
so Lawee still has to work hard. Entre¬ 
preneurs want to know ； Why sell to 
Google? And why stick around once the 
check clears? 

Google has stepped up its deal mak¬ 
ing this year, spending $1.6 billion on 
more than 20 companies through Sep¬ 
tember, In an interview earlier this 
month, Lawee said he sees “more large 
opportunities 5 " for purchases on the 
order of You To be and Doubleclick, 
Google’s two largest deals. Google now 
is in talks to acquire social shopping 
site Oroupon in a deal that could be 
the search company's most expensive 
acquisition ever，say two people with 
knowledge of the matter. 

As it makes deals, Google is seeking 
more than just advanced technology. 
The company also hopes to add to its 
ranks seasoned entrepreneurs who can 
be molded into star executives* Recent¬ 
ly, some of those would-be stars have 
blinked out, Omar Hamaui, founder of 
mobile-ad startup AdJVlob, left Google 


in late October, just five months after 
the roughly $700 million purchase of 
his company was completed YouTube 
founder Chad Hurley and Lars Rasmus- 
sen, whose Where 2 Technologies was 
acquired in 2004 and became the basis 
for Google Maps, both announced their 
departures in the past month. (Hamouij 
Hurley, and Rasmussen all were unavail¬ 
able or declined to comment for this 
story-) Rasmussen told the Sydney Morn¬ 
ing Herald in November that “it can be 
very chal lenging to be working in a com¬ 
pany the size of Googled 

Lawee says such high-profile depar¬ 
tures are not indicative of Google's track 
record- Two-thirds of the founders of 
startups acquired by Googlt; remain 
with the company, he says. Joshua 
Schachter, a serial entrepreneur who 
sold a company to Yahoo! in 2005 and 
then worked at Google until June of this 
year, says the search company’s reten- 
tian rate compares favorably with that 
of many of its competitors. “Elsewhere ， 
Fve seen that entrepreneurs tend to bail 
because the things that drive [them] 
are at adds with the way companies are 
run, H he says, 

Google also faces a challenge in win¬ 
ning over founders in the first place. 
Competitors like Facebook and Apple 
are in acquisitive moods as well, The 
social networking site has made eight 
deals so far in 2010. Apple Chief Ex¬ 
ecutive Officer Steve Jobs said in Octo¬ 
ber that he’s reserving his company’s 
$51 billion in cash and investments for 
“one or more very strategic opportuni¬ 
ties I thatj may come along； ! 

In inking deals，it helps that Google's 
chief negotiator doesn't look like a suit* 



Tweeted 


M Dear Cliinese Govemmeni, yearlong 
detentions for sending 3 sarcastic 
tweet are neither the way forward nor 
the future of your great peopte." 

— Twitter CEO Dick Costolo, 
after China imprisoned 
an activist for using the 
micromessaging service to 
mock nationalistic 
youths 



At 44, Lawee is lean and youthful, and 
often arrives at meetings with a back¬ 
pack. He is an entrepreneur himself and 
co-founded gaming site Xfire, which 
Viacom bought in 2006, the year after 
Lawee joined Google, “He f s got this laid- 
back style that says 3 L I like you, you like 
me-one way or another, we’re going to 
work this out:” says Anthony McCusk- 
er f an attorney at Goodwin Procter who 
represented AdMob during its negotia¬ 
tions with Google. 

One of Lawee’s pitches to potential 
acquirees is that they'll make a bigger 
impact on the world at Google than they 
could as an independent startup, w lt’s 
not financial retentions^ that keep entre* 
preneurs at Google, he says. u They are 
motivated to change the worlds 

Google gives some of its acquirees el¬ 
evated roles that go far beyond oversee¬ 
ing the products they created. Jonathan 
Sposata, who has sold two companies 
to Google-Phatbits, a publishing tool, 
in 2005 and Picnik, an easy-to-use photo 
editor, in July of this year-became prod¬ 
uct manager for the photos group after 
bis latest sale. The new position put him 
in control of Picasa, a Google photo site 
used by more than L6 million people* 
The entrepreneur says that played a 
big part in his decision to sell Picnik to 
Google. The mission became “make the 
photo experience be better than it is 
today"' rather than a narrow focus on a 
single product he says, 

Google also promises founders room 
to take risks，says Noam Lovinsky, who 
sold video publishing tool Episodic to 
Google in April When Episodic launched 
as a small startup in 2009, Lovinsky 
wanted to focus on building a sim- 
ple-to-use tool that let professional 
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At APR, we take our responsibility as stewards of Kecil Bi&sphere Reserve which is recognized by 


the environment seriously, We support programs the UNESCO Man and the Biosphere Programme, 
that preserve 261,930 acres in the Senepis Tiger and the Kutai Orangutan Programme. Because we 
Sanctuary, 24J10 acres spanning the Taman Raja understand that for our business to thrive, the world 
Nature Preserve, 425,019 acres in the Giam Siak in which we operate must thrive as well. 
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video producers upload and track the 
performance of dips. Instead, he found 
himself too focused on paying the bills. 
“There were a lot of things we had to 
wait on doing because we had to fund 
our road map:’ he says, At Google he 
“can worry about revenue at the right 
time to worry about revenue^ he says+ 
Whether that freedom helps persuade 
Groupon to agree to a sale is still ail 
open question. — Douglas MacMillan, 
with Peter Burrows and Brian Wlomadc 

The bottom fine When Google 5t/ys a company, it 
offers financiat incentives and expanded roles to 
founders if wanfs to shape into star executives. 


Machine Tools 

How a Secretive Giant 
Ate an Industry’s Profits 



► Fanuc's controllers dominate the 
machine tool business 


► “They’re expensive and have a 
monopolistic attitude" 

At the biennial Japan International Ma^ 
chine Tool Fair, manufacturers show 
off the equipment that makes up the 
guts of the industrial economy. During 
this year's show，which ended on 
Nov. 2, more than 800 companies dis¬ 
played tools such as a box the size of a 
minivan that sculpts titanium for jet en¬ 
gines, a lathe that carves copper wire 
into microscopic pins used to test chip 
circuitry, and a milling machine that 
turns stainless steel into iPhone cases. 

The tools were dizzyingly diverse, 
yet many had one thing in common ； 
Their brains-tbe computers that con¬ 
trol them-come from a secretive maker 
of robots and industrial automation gear 
named Fafiuc* Researcher Arc Advisory 
Group estimates that some 60 percent 
of the world's precision machine tools 
use Farmers controls, which give lathes. 
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grinders, and milling machines the agili¬ 
ty to turn metal into just about any man¬ 
ufactured product. Fanuc's equipment 
K is so user-friendly. I love it:’ says Jared 
Moschkan, a Boeing machinist who uses 
a milling machine with Fanuc controls 
to sculpt 747 parts. co workers all 
say the same thing 厂 

Fanuc's paying customers-the 
makers of machine tools tliemselves-are 
not so enamored of the company. With 
its dominant market share, Fanuc charg¬ 
es a premium for its controls, skimming 
olf much of the tool industry’s profit. The 
company posted an operating margin of 
44 percent last quarter while many of its 
customers barely broke even, “They’re 
expensive and have a monopolistic at¬ 
titude^ said Philippe Selot，a salesman 
with Swiss manufacturer Fritz Studer 
at the Tokyo fair, displaying a $500,000 
grinder used to make anything from 
gears to hip implants. His company uses 
Fanuc controls on all its machines. K As a 
customer, you feel powerless； 5 he says. 

Fame’s headquarters, a sprawl¬ 
ing complex in a forest on the slopes of 
Mount Fuji, looks like something out of 
a sci-fi flick. Workers in yellowjump- 
suits with badges on their shoulders trot 
among yellow buildings as yellow cars 
hum along pine-lined roads, Fanuc lore 
holds that the founder, Seiuemon Inabsu 
believed yellow +B promotes dear think- 
ing.” Inside the compound’s windowless 
factories, an army of (yes, yellow) robots 
works 24/7, ‘‘On a factory floor as big as a 
football field you might see four people. 
It’s basically just robots reproducing 
thems^]ves ? w says Morten Paulsen, an an¬ 
alyst at CLSA Asia-Pacific Markets. 

Outsiders are rarely allowed inside 
the facility, and workers not engaged in 
research are barred from labs + “I can't 
even get in,” quips a board member who 
asks that his name not be used. Employ* 
ees say e-mail is banned except on a 
handful of terminals s and most business 
is done by phone and fax, “We don't 
want data going out or viruses coming 
in,” says Kazuaki Shinozuka, one of a 
swarm of yellow-clad Fanuc salesmen at 
the machine tool trade show- 

The company doesn J t have an inves¬ 
tor relations department, never meets 
investors one-on-one ? and doesn't have 
conference calls with analysts. Those 
who want information must trek to the 
remote campus, two hours west 
of Tokyo, where President Yoshi- 
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Amit Kapur 



The former My Space executive 
wants to build personalization 
software to help news sites and 
entertain men! companies make 
better recommendations 


Amit Kapur envisions a Web that’s more 
about him. When he visits a news site, 
the headlines will be heavy on technol¬ 
ogy, his passion- when he opens Yelp on 
his iPhone, the restaurant review app will 
already know about his upcoming trip to 
San Francisco and recommencJ restau¬ 
rants there. H l imagine this future where 
everywhere you go online or any applica¬ 
tion you open on your mobile device is in 
some way personalized to you and your 
interests；' says Kapur, 29 + 

Gravity, the Santa Munica (Calif + )-based 
startup he co-founded last year after leav¬ 
ing the No, 2 post at MySpace, is die velii- 
cle for bringing Kapur’s imagined future 
into the here and now. The company 
first demonstrated its technology at the 
Web 2.0 Summit on Nov. 16, revealing how 
Ii creates detailed profiles of users based 
on the topics they frequently discuss on 
social sites like Twitter and the places they 
check into using location-based smart¬ 
phone apps like Foursquare. The compa¬ 
ny^ computers recognize over 100 million 


colloquial phrases and use them to dis¬ 
cern users* interests; for example, some¬ 
one who mentions a ^free-throw shot” on 
Twitter is pegged as a basketball fan. Grav¬ 
ity's goal is to create a kind of digital fin¬ 
gerprint for each user. Other websites can 
then plug in Gravity's information and in¬ 
stantly personalize content and advertis¬ 
ing for their visitors. 

Many companies before Gravity have 
tried to perfect pers>cma]izatsun; Pando¬ 
ra, Netflix, and Amazon have all been 
somewhat successful at it. But Kapur says 
these companies are mostly focused on 
improving their own services* There's an 
opening, he says, for Gravity to become 
an outside personalization engine that 
powers custom Web surfing on many dif¬ 
ferent kinds of partner sites. 

Kapur spotted the need for such a ser¬ 
vice while working at My Space. He joined 
the sodal-networldng site in 2005, short¬ 
ly after graduating from Stanford with an 
engineering degree. He was one of the 
first dozen employees and rose to the 
rank of chief operating officer. As social 
networking sites proliferated and the 
amount of user-generated content grew ， 
Kapur realized people were struggling to 
deal with information overload. He and 
two fellow My Space executives left the 
News Corp. unit in March 2009 and start¬ 
ed Gravity as a way to help extract signals 
from all the noise. 

The 20-person startup hasn't an- 
naunced a business model, but Kapur 
suggests it could make money by shar¬ 
ing ad revenue with sites that use its tech¬ 
nology, Partnerships “will make or break 
this company/ 1 says Geoff Vang^ found- 
ing partner of Redpoint Ventures* which 
participated in a $10 million investment 
in Gravity in May 2009, Kapur, who in 
2008 helped broker the deals with music 
labels that paved the way for My Space 
Music, says he’s up to it. “We really be¬ 
lieve that this is where the Web is going, 
— Douglas MacMillan 


Education Earned an engineering degree at Stanford University 
Backing Raised $10 million from venture capitalists in May 2009 
Vision Apps and web sites that know who you are and what to recommetid 


Technology 


ham Inaba (Seiuemon Inaba's son) takes 
questions once a quarter, In July, Inaba 
irked shareholders when he canceled 
the first-quarter briefing and filed a 
barebones earnings report that omitted 
sales breakdowns and data on orders. 
“Part of our strategy is to make sure 
we don't give our competitors infor¬ 
mation^ Inaba，in a yellow blazer ， ex¬ 
plained at the October meeting. 

Despite the standoffishness* Fanned 
shares have surged 40 percent this year 
on expectations of a growing appetite 
for factory automation in emerging mar¬ 
kets (page 100). Net profit for the current 
fiscal year is on track to more than triple 
to $L4 billion on sales of $5 billion，about 
double last year's revenue after a steep 
fall due to the financial crisis. 

Some customers are starting to 
build their own control systems in an 
effort to wriggle out of Fanuc's grip, 
though few have the scale to pay for 
the necessary research. “It’s not at all 
easy to do your controllers in-house/ 1 
says Junichiro Sbigemizu, a manager 
far Okamoto IVIactiine Tool Works, 
which makes tools that sculpt parts for 
Toyota Motors, Nissan, and Honda. 
Though Okamoto this year started to 
replace Famic’s controls with its own 
system in about 30 percent of its ma¬ 
chines, Shigemizu says his customers 
have been wary. 

For Fanuc，the bigger challenge 
comes from rival Siemens. The German 
controls maker is pushing hard in China. 
“This is a field we are definitely attack¬ 
ing/' says Marc Wucherer, the head of 
Siemens' factory automation business 
in tlie mainland. And China’s leading 
tcnol maker, Shenyang Machine Tool, in 
2004 bought bankrupt German maim- 
facturer Schiess to beef up its technoIog> r 
and is now developing its own controls, 
Shenyang declined to comment . 

Inaba says he’s ready for all comers, 
especially in emerging markets. Fanuc is 
pressing to get its tools into Chinese tech¬ 
nical colleges to win over a new genera¬ 
tion of machinists, and it has introduced 
a line of cheaper products for mainland 
factories, £S We're working harder than 
ever to penetrate the Chinese and Indian 
markets 广 Inaba said at the October ana¬ 
lyst meeting. *'All of our capacity is run¬ 
ning flat oui. fi © 一 Jason Clenfield 

The bottom With h^lf of th& gfobai m&rk&t for 
machine toot controthrs, Japan 冶 Fanuc can squeeze 
its clients for hefty profits 
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With you when retirement is only the beginning 

Dave has big plans for retirement. He wants to keep working, only this time for himself. With the help of his 
Financial Advisor, Dave is building a retirement plan that is designed to help him launch his new business* 
Wells Fargo Advisors understands that planning for the future is more than just numbers. That’s why we take 
the time to sit down and understand your needs. We J lI look at your entire financial picture, even money you’ve 
invested elsewhere, before creating a strategy that will help get you to and through retirement With more than 
125 years of investment experiencej Wells Fargo Advisors offers more than just knowledge and insight. We 
offer vision. To learn more, visit wellsfargoadvisors.com or call 1-866-927-0812. 

Together we’ll go far 

INVESTMENTS • PLANNING • RETIREMENT 


Investment and Insurance Products ： - NOT FDIC-Insured. - NO Bank Guarantee * MAY Lose Value 

Wells Fargo Advisors is the trade name used by two separate registered broker-dealers: Wells Fargo Advisors, LLC and Wells Fargo Advisors Financial 
Network, LLC, members S1PC, non-bank affiliates of Wells Fargo & Company. © 2010 Wells Fargo Advisors, LLC, All rights reserved, 1010-0761A 
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The Exit Door Cracks Open 
For Private Equity 


^ Buyout firms find they can sell shares to the public in some, not all, of tlieir companies 
► “A rising tide floats all boats irniess tliere’sa hole in the ship” 


With the stock market rallying 1G per¬ 
cent from the end of June through 
Nov + \9 y private equity firms are finding 
it easier to take their holdings public-in 
some cases, that is. Since July 1, buyout 
firms have sold shares in a dozen of 
their companies, with 10 of them trad¬ 
ing above their initial public offering 
price as of Nov, 19, including three that 
went public the week of Nov, 15, 

Yet that same week，Harrah s s 3 the 
world’s biggest casino operator now 
called Caesars Entertainmeot-be¬ 
came the first p rivate - equity-bac ke d 
company in six months to postpone 
its U.S. IPO after setting a price range, 
citing market conditions. i4 A rising tide 
floats all boats unless there's a hole in 
the ship/' says Paul Schaye^ manag¬ 
ing partner of Chestnut Hilt Partners, a 
New York-based firm that helps private 
equity houses identify targets. w When 
there’s been something fundamentally 
done to [improve] the business, that’s 
when you see the upside/* 

Private equity firms pool money 
from investors and obtain debt to fi¬ 
nance takeovers with the intention of 
selling the companies later The firms, 
which also earn money from advisory 
and financing fees, aim to profit by sell¬ 
ing their companies to corporations or 
other investors, or by selling shares to 
the public. After the financial crisis，the 
capital markets were essentially dosed 
to new offerings^ with the number of 
IPOs in 2008 hitting a low not seen 
since at least 1982. That left private 
equity firms unable to reap profits by 
selling what they owned, hurting re¬ 
turns, Buyout funds as a class had an 
average loss of 0.9 percent for the three 
years ended in the first quarter of 2010, 
according to researcher Preqin* 

Among the latest to go public： con¬ 
sulting firm Booi Allan Hamiltofi, 
backed by Cariyle Oroyp ； Boston- 



based brokerage LPL Investment 
Moldings ， backed by TPG Capital 
and Heilman & Friedman ； and semi¬ 
conductor and testing equipment 
maker Aeroflex Holding, owned by 
Golden Gate Capital, Veritas Capital 
Management, and a fund run by Gold¬ 
man Sachs. The 12 U.S, companies 
that buyout firms have taken public 
since July have gained 21 percent, on 
average, through Nov. 19 - Only one, 
Carlyle Group's CoreSite Realty, was 
trading below its offering price. There 
have been 27 IPOs of private equity， 
backed companies this year, up from 
22 in 2009 and 5 in 2008, according to 
data compiled by Bloomberg and Re¬ 
naissance Capital. 

Harrah's was scheduled to sell 
31.3 million shares for $15 to $17, The 
company, which was taken private 
by Apollo Global Management and 
TPG in 2008, lias cut its overall debt 
by about $5 billion through debt ex¬ 
changes and other measures, Even so, 
it had more debt relative to cash flow 
than any private equity-backed com¬ 
pany that sold shares this year except 
one, according to data compiled by 
Bloomberg, Harrah*s had $18,39 billion 
more debt than cash at the end of Sep¬ 
tember and generated $1.13 billion in 
earnings before interest, taxes, depre¬ 
ciation, and amortization (EBITDA) in 
the first nine months of 2010 t accord¬ 
ing to its prospectus, That would give 
Harrah’s a net debt-to-EBITDA ratio of 
12,2 over a full year, more than triple 
the average of 3.93 for private equity- 
backed IPOs this year, 

Harrah^s has “a massive amount 
of debt, says Timothy Cunningham， 
a money manager at Santa Fe (N.M.)- 
based Thornburg Investment Manage¬ 
ment, “They really hadn’t been private 
very long, there weren't a lot of 
material improvements, it just 
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didn't look very attractive^ A company 
spokesman dedined to comment, 

None of the private equity owners of 
LPL and Booz Alien sold shares in the 
recent IPOs. Some private equity firms 
have taken companies public in the 
past year and later sold shares in sec¬ 
ondary offerings after the stock rose, 
KKR sold some of its Dollar General 
stake in a secondary offering in April 
2010 after taking the company public 
in November 2009+ 

Companies that went public in the 
recent wave have been showing signs of 
strength. Booz Allen saw sales rise 8 per¬ 
cent from a year ago, to $271 billion 
in the six months ended Sept; 30 + Net 
income more than doubled, to $43 mil- 
lion, according to a filing. TPG, the pri¬ 
vate equity firm run by David Bonder* 
man and James Coulter, and Heilman 
& Friedman bought about 60 percent 
of LPL in 2005. The owners have over¬ 
seen an expansion of the business, with 
the number of advisers growing at an 
annual rate of 15 percent. Aero flex went 
private in August 2007 - Its revenue rose 
20 percent, to $155 + 9 million* in the 
quarter ended Sept, 30, and its net loss 
narrowed to $5.8 million from $20.5 mil¬ 
lion, according to filings. 

Investors are not sure that the bigger 
companies owned by private equity 
firms can deliver robust growth, says 
Steven Kaplan, a professor at the Univer¬ 
sity of Chicago Booth School of Business, 
Among the big companies waiting to sell 
shares are Toys ‘R’ Us, which filed for 
an IPO in May and has since sold k^ans 
to pay down existing debt，and Niel¬ 
sen Holdings, owned by KKR, Carlyle, 
Blacksfone Group, and Thomas H. Lee 
Partners. The television-audience rating 
company filed for an IPO in June, 

HCA ， the hospital chain acquired 
four years ago in a $33 billion lever¬ 
aged buyout, filed in May for an IPO to 
raise as much as $4+6 billion* The com¬ 
pany said this month it plans to pay a 
$2 billion dividend to its owners, a sign 
it will not be proceeding with its IPO 
in the near future. “What do IPO in¬ 
vestors want to see? A growth story/ 1 
Kaplan says + “If you’re one of the big be¬ 
hemoths, ifs hard to give them that. You 
need a strong economy-” 一 Jason Kelly 
and Michael Tsang 

The bottom line equity firms stre finding 

they can 沈 fts oompani 既 with improving 

operations and without heavy debt loads. 


Financial Stocks 

Bank Dividends 
May Be Set to Rebound 

JPMorgao Chase and Wells Fargo 
could follow Comerica T s lead 

Plunging Payouts 

Average dividend o-f six largest U.S„ banks 
$0.40 、 - 


sol_ 

Q42007 Q4 2010 

DATA ： BLOOMBERG 

A regional bank's decision to double its 
dividend may be a signal that ILS. regula¬ 
tors will allow more of the nation^ big¬ 
gest lenders to lift their payouts. Comer- 
ica, the Dallas 七 ased bank that posted 
annual profits throughout the financial 
crisis, boosted its quarterly dividend to 
lOcta share on Nov t 16, Banks including 
JPMorgan Chase, Wells Fargo, U-S- 
Bancorp, and PNC Financiai Services 
may be next, says Jen tiifer Thompson, an 
analyst at New York-based Portales Part¬ 
ners. <s You will see a number of the stron¬ 
ger banks increase their dividends in the 
first quarter，” Thompson says. 

The six largest U.S. banks by as- 
sets-Bank of America, JPMorgan 
Chase, Citigroup, Wells Fargo, Gold¬ 
man Sachs, and Morgan Stanley- 
paid quarterly dividends totaling $2.49 
a share in 2007. That’s down to 51<r a 
share, with Goldman’s 35q: payout repre¬ 
senting the majority* Concern that bank 
capital was under pressure from sour- 


Quoted 


u Tlie government has decided 
it needs to use force to obtain all 
the information."* 

—— Jacob FrenkeL a former 
federal prosecutor, an 
the FBI raids Of three 
hedge funds conducted 
in connection with an 
insider trading probs 
by the US. Attorney 
in Manhattan 


ing loans prompted Federal Reserve of- 
ftcials in February 2009 to issue a letter 
saying financial firms “should reduce or 
eliminate dividends” when earnings de¬ 
cline or the economic outlook deterio¬ 
rates, Barbara Hagenbaugh of the Fed 
and Andrew Gray, a spokesman for the 
Federal Deposit Insurance Corp, ， de¬ 
clined to comment. 

Investors and analysts have used 
quarterly conference calls to press bank¬ 
ing executives about dividend increases, 
and bank managers have chafed against 
limits by regulators. Wells Fargo Chief 
Financial Officer Howard I. Atkins said 
last month that an increase is a “top pri ， 
ority 1 ’ for the bank, JPMorgan Chase 
Chief Executive Officer Jamie Dimon said 
on Oct. 13 that he was ^reasonably hope- 
thr the firm will be able to raise its pay¬ 
ment in 2Oil’s first quarter and that regu¬ 
lators were open to the idea* 

On Nov + 17 the Fed issued guide¬ 
lines on how St will decide whether large 
banks may increase dividends and buy 
back shares. Among the requirements 
is that banks must repay or replace any 
government investment with preferred 
or common stock. Banks must also show 
they can absorb losses if the economy 
sours. “The Fed has dearly made a de¬ 
cision that the industry, by and large, is 
able to or needs to issue dividends，” says 
William Sweet，a former Fed attorney 
and a partner at Skadden ， Arps ， Slate, 
Meagher & Flom in Washington. 

Richard X + Bave^ an analyst at Roch¬ 
dale Securities in Lutz, Fla +i believes 
banks are making enough money to 
raise payouts. Earnings have tapped es¬ 
timates at 19 of the 24 banks in the KBW 
Bank Index that have reported since 
OcL 7, according to data compiled by 
Bloomberg. This year the bank-stock 
index has gained 5.4 percent through 
Nov. 19, while the Standard & Poor's 
500-stock index lias gained 7+6 percent. 

JPMorgan Chase and Wells Fargo 
are among the banks most likely to in¬ 
crease their dividends as early as the 
first quarter of 2011, Bove says. Accord¬ 
ing to Bloomberg dividend forecasts, 
JPMorgan will quadruple its quarter¬ 
ly payout, to 20( a share, in February, 
while Wells Fargo's will double，to I0(j f 
m April. — Dukin Campbell Rita Naza¬ 
reth, and Michael]. Moore 

The bottom fine As the financiai crisis eases 
earnings improve, regulatory may a/iow banks to 
starf increasing their dividends. 
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Philip Falcone 





Hedge Funds 

Falcone Finds a New 
Way to Raise Money 

Harbinger's chief will use a shell 

company to pay for acquisitions 

“Our corporate structure provides 

significant advantages" 

Philip Falcone, the hedge fund manag¬ 
er who made a fortune betting against 
subprime mortgages in 2007, has hit 
a tough patch* His flagship Harbinger 
Capital Partners Fund and another 
fund under his control have faced re¬ 
demption calls from major investors 
anxious about the funds' investments in 
a wireless satellite network- Harbinger 
Capital is also at the center of an inves¬ 
tigation by the Securities and Exchange 
Commission and the Manhattan U.S- At¬ 
torney^ office over a $113 million loan 
it gave to Harbinger Capital Partners 
founder and Chief Executive Officer Fal= 
cone to caver a tax bill，according to two 
people with knowledge of the probe. 
Falcone, who declined an interview re¬ 
quest* said in an e-mail that the loan 
(< was documented and audited by out¬ 
side accountants and legal advisers/' 
Despite his troubles, the hedge fund 
manager has found a way to raise funds 
in a difficult environment. Falcone ， 48 ， 
is selling stock and bonds through Har¬ 
binger Group, a publicly traded shell 


Cash That 
Won't Flee 

Coping with re¬ 
quests from inves¬ 
tors who want to 
withdraw money 
from his hedge 
funds, Falcone has 
turned to the stock 
and bond markets 
for cash to fund 
future purchases, 
Here's how. 


CORP 




Falcone's Harbinger 
Capital Partners 
paid $74 nnillion 
for a 51.6 percent 
stake in Zapata, a 
onetime oil driller 
with no operations 
that is listed on 
the New York 
Stock Exchange It 
reincorporated as 
Harbinger Group in 
December 2009. 


company. On Nov. 15, Harbiiv 
ger Group raised $350 million 
by selling five-year debt yield¬ 
ing 11 percent. Falcone plans 
to use the new capital to buy 
controlling stakes in industries 
from agriculture to teleconimo 
nications, according to a Nov, 
filing by Harbinger with the SEC. 

To back the bonds, Harbinger 
hedge funds plan to give Harbin¬ 
ger Group most of their major¬ 
ity stake in Spectrum Brands, a 
publicly traded company whose 
products include Rayovac batter¬ 
ies and George Foreman gi ills, in 
exchange for additional Harbinger 
Group stock. 

Most hedge funds raise money 
from institutional investors, such 
as pension funds, that can with¬ 
draw their money under certain 
circumstances* Owning a publicly 
traded company allows Falcone to 
pay for acquisitions by issuing stock, 
“Our corporate structure provides sig¬ 
nificant advantages compared to the 
traditional hedge fund structure for 
long-term holdings 广 Harbinger Group 
said in the Nov, l SEC filing. 

Redemption calls are a worry now 
at Harbinger, Goldman Sachs plans to 
pull its entire $120 million investment 
from Harbinger Capital Partners follow- 
ing a 15 percent decline this year through 
mid-October and the disclosure about 
the personal loan to Faicone, according 
to people briefed on Goldman's plans. 
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Other investors such as Ad¬ 
vantage Advisers Man¬ 
agement, a subsidiary of 
Oppenheimer Asset Man¬ 
age me nf, have also indicat¬ 
ed they want out, according 
to regulatory filings, Fal¬ 
cone's New York-based firm’s 
overall assets have declined 
to about $9 billion, as of Sep¬ 
tember from $26 billion in 
mid*2008. 

Falcone has angered some 
clients by investing about 
90 percent of his flagship Har¬ 
binger Capital Partners Fund 
and more than half bis Special 
Situations Fund in wireless- 
telecommunications invest¬ 
ments, as of September. He is 
trying to build a multibillion- 
dollar satellite wireless net¬ 
work that would take on 
entrenched players such as 
AT&T and Verizon Communi¬ 
cations through a company he created 
called LightSqyared. 

Falcone is liquidating about SO per¬ 
cent of the $2 billion Special Situations 
Fund at the request of clients, inves¬ 
tors say + He's been trying since June to 
raise $1 billion to $1.5 billion for Light- 
Squared from investors who would be 
willing to commit capital for several 
years, according to potential investors 
who have seen marketing documents. 
In theory, Falcone /Z / 

could use shares of Hai 、 w ^ 



11 % 
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The Bond Sate 


Harbinger's hedge 
funds plan to give 
Harbinger Group 
most of their stake 
in publicly traded 
Spectrum Brands^ 
in exchange for 
additional stock in 
Harbinger Group. 
The funds will 
end up owning 
93 percent of 
Harbinger Group, 
which will hold 
Spectrum Brands 
shares worth about 
$767 million 


In November 
Harbinger Group 
sold $350 million 
of five-year bonds 
yielding 11 percent, 
backed by the 
Spectrum Brands 
shares it is getting 
from the Harbinger 
funds. 


The Strategy 

According to filings, 
Falcone will use 
Harbinger Group's 
cash and ability to 
issue stock to buy 
"controlling equity 
stakes 11 in companies 
that operate in six 
industries ： consumer 
products, insurance 
and financial 
product s n telecom, 
agriculture, power 
generation, and 
water ^nd natural 
resources. 
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Bloomberg iMsinesswe^k 


Charlie Rose talks to 


Steven Rattner 




Quadrangle’s co-founder and 
Otiama’s car czar just settled 
with the SEC over the pay-to 
play pension fund scandal 
Now, Andrew Cuomo wants 
a piece of him 

When you were last here, you came 
to talk about your auto industry 
book. Overhaul. Let’s start with 
what J s happened since then. 

Rattner: Since that conversation, I was 
able ta reach a settlement with the SEC 
which，while tough, was acceptable to 
me in the spirit of getting on with my life. 
Andrew Cuomo, who is looking at exactly 
the same set of facts … chose not to settle 
and to sue me for, in my view, a ridicu¬ 
lous recompense and other damages. 

It is said to be for $26 million, plus a 
lifetime securities industry ban. 

So it is said. We tried our hardest to 
reach an acceptable resolution* I have 
no interest in being in liligation with 
anybody, let alone the attorney general 
or the incoming governor of New York* 
But there are rights and wrongs in this 
situation, and Vm not going to agree to 
settle for something that is just not fair. 

What are the facts that got you and 
Quadraiigie Group, your former 
firm, in this mess in the first place? 

We，along with a dozen or more other 


firms，made a decision to hire as a place¬ 
ment agent to raise money for us a man 
called Hank Morris，who I actually knew 
pretty well through politics, who I be¬ 
lieved to be honest, who came to us 
highly recommended by people whose 
judgment I trusted, who, unlike many 
people who raise money far funds like 
ours，was registered with tlie SEC. He 
presented himself as someone who was 
building a business, raising money for 
funds like ours, which was a legal busi¬ 
ness then, and it’s a legal business today. 

So then what happened? 

! awakened in February of this year to 
find that Mr, Morris and one of his col¬ 
leagues had been indicted on some¬ 
thing like 123 counts … that they had 
done a number of things that were po¬ 
tentially illegal, none of which we were 
aware of but involving, potentially, kick- 
backs and fee-sharing and influence ped¬ 
dling. They were in a lot of hot water. 

You settled with the SEC，negotiated 
with the attorney general blit didn’t 
settle- What^s the difference here? 

The difference is that Andrew Cuomo 
decided tliat for whatever set of reasons- 
the politics of this, the press, his own 
emotions, his people’s emotions-that he 
would prefer to sue than settle. I don’t 
really get it. I don't ihink it serves the 
p eople of New York welL I was perfectly 
prepared to reach a reasonable settle' 
ment as I did with the SEC, But [’m not 
going to be bulHedby Andrew Cuomo, 

Does this have to do with e-mails 
that later surfaced? [Cuomo 
had previously granted Rattner 
immunity，then took it away after 
seeing the new evidence.] 

It would seem to me that die prosecutor 
should recognize that I'm not in charge 
of figuring out which e-mciils to turn 
over, My instructions to our lawyers are 
very dear ： Be fully cooperative. 

Cuomo said on the radio that you 
took the Fifth Amendment 68 times. 


That shouldn't be so surprising because 
over the past 15 months I have been sub¬ 
jected to every kind of threat of pros¬ 
ecution and punishment known to man, 
practically. My lawyers’ advice to me ... 
was that I would be well advised to take 
the Fifth Amendment, and so I did. 

People say to me, “This will be settled 
in the end. That f s how it works ， 

I would settle it today. I would settle it 
tomorrow. I would settle it in six months 
on terms that make sense, If not, then 
well continue to litigate. 

You've paid $6 million to the SEC. 

IVe already settled in monetary terms 
through the SEC，and that money prob¬ 
ably comes back to New York Slate. I’ve 
already settled in exactly the same fash¬ 
ion every one ofth^e dozen other firms 
have settled in. And so everything else is 
just frankly dose to extortion. 

What the attorney general has done 
is dose to extortion? 

I believe sa 

Here's what your partners at 
Quadrangle, who settled ， said: “Mn 
Rattner 5 s actions were inappropriate, 
wrong, and unethical.” 

That was one of the most hurtful things 
thaf s ever happened to me, 1 worked 
with these people for most of my 
career ... and I could not believe that 
they would throw me overboard to try 
to save the firm and themselves. 

Now you have filed suit against them. 

II did thatj because they have damaged 
my reputation substantially by com^ 
meets like that ■… Plus they withheld 
very substantial sums of money that 
Ym owed Look, I hate litigation. I dorTt 
think I’ve ever been involved in ... liiiga* 
tion before in my life, but I am going to 
see this one through. © 


Wafch Charlie Rose on 
Bloomberg TVweeknights 
at 8p.m. andlOp.tn. 
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binger Group, which is listed on the 
New York Stock Exchange, to meet re¬ 
demptions in his hedge funds, says 
David Guin, head of the U.S. securities 
practice at law firm Withers Bergman 
in New York* Harbinger spokesman Jef¬ 
frey Zelkowitz says the proceeds of the 
bond sale won't be used to cover re¬ 
demptions or finance investments in 
Lightsquared.Rather, HGI is a perma¬ 
nent capital vehicle to house longer- 
term controlling equity stakes in com¬ 
panies that operate across a diversified 
set of industries^ 

Falcone created Harbinger Group 
last year, when three ofllarbinger's 
hedge funds paid $74 million to acquire 
a 51+6 percent stake in Zapata, an oil 
driller with cash and no operating busi¬ 
nesses that was co-founded by Presi¬ 
dent George H.W. Bush. Falcone rdn- 
corporated Zapata as Harbinger Group 
in December and later moved its head¬ 
quarters to Manhattan from Roches- 
ter t N.Y. Having Harbinger Group gives 
Falcone a degree of freedom he doesn’t 
have now, says Daniel Celeghin, a 
partner at Casey, Quirk & Associate 
a Darien (Conru)-based consultant to 
investment advisory firms: “Here is 
a pool of money you can manage in- 
definitely^ and you don’t have to worry 
about redemptions/" ——MHes 他 ks 

The bottom fine Whfie dealing iv/fft investor 
redemptionSt Fafcone is raising capitai through a 
pubtic company he took over. 


Bankruptcies 

A Stock Windfall for 
GM v s Creditors 


Warrants for 273 million shares 
may add to a $5 billion haul 

“We value the shares of the new 
GM at $45 广 says an analyst 

Creditors of Gensral Motors’ bank¬ 
rupt predecessor* whu will likely get 
about $5 billion from the new automak¬ 
er^ $20 billion initial public oftering^ 
might be able to buy millions more new 
shares at a deep discount, 

GM J s bankrupt estate got 150 mil¬ 
lion shares, or 10 percent of stock in the 
new company, to help pay off creditors. 
At the Nov. 19 dosing price of $34.26 ， 



that stock is worth about $5.1 billion. 
So-called old GM has warrants that en¬ 
title it to buy about 273 million additian- 
al shares at $10 to$lS each 3 according 
to the company’s Nov, 17 filing with the 
U.S. Securities and Exchange Commis¬ 
sion, The warrants will become even 
more valuable if GM shares rise. At least 
one analyst expects they will. M We value 
the shares of the new GM at $45 广 says 
Kirk Ludtke, a senior vice-president at 
CRT Capital Group in Stamford, Conn. 

The estate's creditors received rights 
to the shares after GM bondholders 
with about 54 percent of the carmak¬ 
er's $27 billion in debt agreed to sup¬ 
port a plan that swapped debt for equity. 
The bankrupt company, now known as 
Motors Liquidation, is still counting up 
creditors* claims, which totaled $35,7 bil¬ 
lion as of Sept. 30, according to its last 
monthly operating report. 

通 f unsecured claims end up exceed¬ 
ing $35 billion* the estate would get at 
least 10 million additional GM shares. If 
claims go as high as $42 billion, credi¬ 
tors could get as many as 30 million 
new shares, according to the IPO docu¬ 
ments. 'The stock is certainly worth 
mare than almost anyone thought at 
the time； 1 says Chip Bowles, a bank¬ 
ruptcy lawyer at Greenebaum, Doll & 
McDonald in Louisville. 

When GM filed for bankruptcy in 
June 2009* it sold its most valuable 
assets, including its Cadillac and Chev¬ 
rolet divisions, to a new company- Un¬ 


wanted properries > such as outmoded 
factories and its Saturn division, were 
left under bankruptcy-court protection 
and are to be liquidated under a plan 
that repays loans from the U.S, Trea¬ 
sury and Canada^ 

While the IPO revenue is a potential 
boost for creditors, some holders of the 
old GM’s bonds believe they should be 
getting more money now that the com¬ 
pany has been revived. “The big issue 
that will be debated for a long time is 
whether the value being raised in the 
IPO is really value that should have 
been part of the estate for old credi- 
tors, says Michael P. Rlchman, chair¬ 
man of Patton Boggs 9 rest rue turi tig 
practice, who represented bondhold¬ 
ers challenging the govemmenfs plan 
for GM in J une 2009, 

The creditors won’t get any stock 
until they agree on a liquidation plan 
and a judge approves it. One unre¬ 
solved issue is General Motors 5 asbes¬ 
tos liability, which GM’s estate esti¬ 
mates at $648 million. A committee 
of creditors said in court filings that 
the amount may be 5 to 10 times that 
much. Lack of consensus on a plan is 
^delaying distribution to literally thou¬ 
sands of innocent creditors: US, Bank¬ 
ruptcy judge Robert E. Gerber said in 
a Nov. 22 hearing. ― Tiffany Kary and 
Linda Sandler 

Th& bottom line GM'5 succ&ssfuf public offerirtg is 
providing money to pay off creditors of the bankrupt 
company, who have warrants to buy more shares. 
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Currencies 

On the Dollar, Traders 
BackBemanke 


The markets show no sign that the 
Fed is undermining the greenback 

'The (IS, economy is starting to 
revive after summer weakness 51 

At a time when foreign officials and 
U.S, lawmakers are criticizing the Fed¬ 
eral Reserved plan to buy Treasury 
bonds, known as quantitative easing, 
the currency market is voting in favor 
of it-1ntercontinentalExchange J s 
Dollar Index, which measures the cur¬ 
rency against those of six major trad¬ 
ing partners，fell after Chairman Ben 
Bernanke signaled the Fed’s move on 
Aug + TL After the formal announce¬ 
ment of the plan on Nov + 3, though, it 
climbed 2.9 percent through Nov, 22, 
Futures traders have slashed bets for a 
decline in the dollar against the euro, 
yen ? Australian dollar, and Swiss franc, 
data from the U-S* Commodity Futures 
Trading Assn + show. 

Strategist forecasts for the dollar to 
weaken have ail but disappeared. Since 
mid'October, the average of 38 esti¬ 
mates in a Bloomberg survey has been 
for the currency to trade at about $1.36 
to the euro by mid-2011-just where it 
was on Nov. 22. “The dollar has found 


a bottomr says Lane Newman, diiec- 
tor of foreign exchange in New York at 
ING Group, 

Political figures from Chinese Pre¬ 
mier Wenjiabao to Representative John 
Boehner (R-Oliio), the nominee to be 
the next Speaker oi the House, have crit¬ 
icized the Fed move to buy $600 billion 
of government debt, Boehner says die 
policy risks weakening the dollar and 
fueling asset bubbles. 

Bernanke defended the quantitative 
easing in a speech on Nov, 19 in Frank¬ 
furt, saying that boosting US- growth is 
the best way to underpin the dollar and 
support the global recovery. Econo¬ 
mists at London-based Barclays Capital 
said in a Nov + 19 report that US+ growth 
will accelerate this quarter from 
2.5 percent in the three months ended 
Sept. 30 t while the 16-nation euro zone 
goes through i+ turmoil ,J as it fashions a 
bailout for Ireland, 

UBS, the second-largest currency 
trader behind Deutsche Bank, raised 
its one-month forecast for the dollar to 
$L30 per euro in a month from its pre¬ 
vious estimate of $1,40, according to a 
Nov, 15 research note, “Europe’s fiscal 
troubles are set to continue and the U.S. 
economy is starting to revive^ wrote 
analysts led by Mansoor Mohi-uddin, 
the bank’s chief currency strategist. “We 
expect investors to look more favorably 
on the dollar now." —Catarina Saraiva 

The bottom line White some politicians say 
quantitative easing will fead k? decfines for th& dollar, 
the markets see ^tabitity for fhe US- currency 


Mutual Funds 

Whya Junk-Bond 
Investor Favors Stocks 


Fidelity’s Notkin thinks the big higli- 
yield bond rally has peaked 

“We love the auto sector, he says, 
citing its global growth potential 

Fidelity Investments' Mark Nntldn, 
whose high-yield mutual fund beat all 
rivals over the past five years, says the 
long runup in junk bonds is over and 
stocks are now a better buy. The man¬ 
ager of the $12,8 billion Fidelity Capital 
& Income Fund is putting more money 
into equities and into the secondary 


market for loans made by banks to risky 
corporate borrowers. And he's cutting 
back on high-yield junk bonds, which 
have soared SO percent since the start of 
2009. “I don’t see the value in the high- 
yield market:’ Notkin s^ys, “You are not 
being paid to take risk + >J 

In April 2009 3 Notkin had 5 percent 
of his fund's assets in stocks, regulatory 
filings show. The figure was 17 percent 
in September of this year, according 
to Fidelity's website, “If I find oppor¬ 
tunities, don't be surprised if it gets to 
20 percent^ says the manager. 

Notkin took over Fidelity Capital 
& Income in July 2003, It’s the third- 
largest U.S. junk-bond fund after the 
$17.3 billion American High-Income 
Trust, run by Los Angeles-based Capi¬ 
tal Group, and the $13.1 billion Van¬ 
guard High-Yield Corporate Fund. 

The fund fell 32 percent in 200S ? 
compared with the 26 percent drop in 
Bank of America Merrill Lynch’s U.S. 
High Yield Master II Index, as the fi¬ 
nancial crisis prompted investors to 
dump risky assets. At the end of 2008 ， 
Notkin saw an "'extraordinary oppor¬ 
tunitywhen junk-bond prices 
plunged as the credit crisis un- 
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folded, pushing the average yield above 
20 percent. “At that paint, 1 thought 
it made sense to be pressing down on 
the gas pretty hard/" he says. Notkin 
used the fund’s cash stake, which he 
bad built to about 20 percent of the 
portfolio, to buy the riskiest high-yield 
bonds-those rated CCC and lower. 

The bet paid 
off. Fidelity Capital 
& Income surged 
72 percent in 2009, 
compared with a 
return of SS per¬ 
cent for the Mer¬ 
rill Lynch index, 
according to 
Bloomberg data. 

In the five years 
ended Nov. 16 ， 
Capital & income 
averaged gains of 9+9 percent^ the best 
among 422 high-yield funds tracked 
by Morningstar. This year the fund has 
risen about 14 percent. “This fund is 
not for the faint of heart :’ says Miriam 
Sjoblom, a Morningstar analyst. 

When buying stocks^ Notkin favors 
industries such as technology and ma¬ 
terials that will benefit from expand- 
ing economies in emerging countries. 
Shares of Teck Resources, which 
Notkin acquired in the third quarter of 
2009, have climbed 72 percent since 
Sept. 30 of that year，Bloomberg data 
show. Vancouver 七 ased Teck, Canada's 
largest diversified mining company* was 
the fund’s lOth-biggest holding as ot 
July 31, Vehicle-safety-equipment maker 
TRW Automotive Holdings ， another 
top-10 position, has almost tripled in 
value over the same period. i( We love 
the auto sector，’’ says Notkin, because 
the business will continue to gruw glob¬ 
ally, and companies that sell safety and 
emissions gear will do especially well 
as governments around the world force 
carmakers to raise standards+ 

With prices on high-yield bonds 
near all-time peaks and yields at about 
7.5 percent, near a record low, inves- 
tors can expect gains over the next 12 
months of about 7 percent, according 
to Notkin, “The market is fairly valued, 
if not overvalued^ he says, ^Compared 
to high yield, equity is very cheap.” 
—Charles Stein 

The bottom tine Aft&r reaping big gabs in junk bonds, 
Notkin more profit pof&ntiai in sfocte 

to benefit from growth in emerging markets. 


Cisco Systems ， the world's Nal maker 
of networking equipment added as 
much as $10 billion to its stock repur¬ 
chase program, on top of the $72 bil¬ 
lion already authorized by the board. 


0 Rail-freight company QR National 
raised $4 billion in the largest Initial 
public offering in Australia in 13 years. 


Novell, the maker of Linux software 
that has reported sales declines for 
three of the last four years, agreed 
to be bought by Attachmate for 
$2.2 billion. 


Draka Holding, an Amsterdam-based 
company that is the world's second- 
largest cable maker, is at the center 
of a bidding war that pits Dutch rival 
Prysmian, offering $1.1 billion, against 
Chinas Tianjin Xinmao S&T Investment, 
offering $1.4 billion. 


Ohiq-based Cardinal Health is pay¬ 
ing $1,3 billion for Kinray, a closely held 
New York company that distributes 
name-brand and generic medicines. 


Brazilian billionaire Eike Batista has of¬ 
fered slightly more than SI billion for 
control of Ventana Gold, a Canadian 
miner with properties in Colombia, 


Man aged-health-care company Hy- 
mana is buying Concentra, which op¬ 
erates workplace clinics and medical 
centers across much of the US th for 
$790 million. 


O General Motors sold a $500 million 
state to Chinese partner SAEC Motor, 
cemertmg ties that have boosted GM s 
sales in the world's larges! auto market. 


A Japanese real estate investment 
fond is set Id pay $350 million for the 
building that houses Ralph Lauren 、 
store in Omatesando, one of 丁 oyko’s 
toniest neighborhoods. 


Q A vintage Apple 1 computer fetched 
$213,600 at auction. The 1977 specimen, 
ore of only 200 produced, came with 
its original packaging 1 including a signed 
' thank you' 1 letter from Steve Jobs. © 
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Tg deal banker. 


We’re also your every day banker. 


From FX solutions in India, 


to customized treasury services in Brazil, 


Taking your opportunity further. 


That’s return on relationship. 


Bankof America 
Merrill Lynch 


of McrtiM lyniiW' is ir't 巾 arfeihgpianc forUic ^lob-ui bilking arhd 巾 arkr 』 busi'ioascs Ars^tjc* Conjtiraiaoh Ltindin^. derivai v^ s and ohcrc&m^itiu! bank iicivilcii m performed globn v 

by banMng affiliates of Bani ； W Amencs Coip 饥 aEion, incJucfini Bankof America, HA- ffiember FD(C, •Seeurities, &trat 蝴 advisor, aeid olhef inwamm ^kmg ac 的 Jlifls are peifonned 0ol^iiy tvy mwesimeni Don 5 fiiii^s 
of Bel ilk 0^mync；ii COrflOitiLiOrl Clrrvi^Lmant G ⑴ lk!rj【: ini. WI 已 ■ "I .hr: U_ ， :u:fl SUil^S. Lvni:' Pivn;u, Fu'rd Simlli lr LO'pO^Uxl. wlm：h |& . ： 1 rqxm:<.l tirCikr;r-^U4：ii ■■- : ：：|1 m<：mbir I) 1 FI NR A ；：!11 &IPC, .iri：!. n 

0 ㈣ r lurisdicliohii local l> rcgi 加 ㈣ c^Ulk^ hwcslmcr^ prodweti offered by irm^lmcjrii einhirie Arc Not FDlC Insured ■ M 抖 Loau ^'aluc ^ Aec Not B«.n Guargia^d @2010 E^nn of Ami;nr；：! ConporciLion AR33G2H[i 


1BEJO M—JQd0 nJl u! peoluMO Q seujzee^lAJ 出 JJI S6e2 ① J 04 S 


Release: StoreMags & Fantamag. Magazines for All 




Executive Edge: 
D&O insurance that 
wifi be there for you. 

The risks faced by directors and officers 
have changed significantly in recent years. 
That’s why we’ve created Executive Edge—an 
Innovative new D&O insurance solution designed 
to address these evolving risks and safeguard 
your personal assets. So you can stay focused on 
doing your job. See why today’s business world demands 
Executive Edge at www.chartisinsurance*com/edge 

C 

CHARTIS 

Your world, insured 


AH products are written by insurance company subsidiaries or affiliates of Chart!s !nc. Coverage may 
not be available in all Jurisdictions and is subject to actual policy language. For additional information, 
please visit our websfte at www.chartisinsurance.com. 
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UN. dimate negotiations are 
bogged down But a way can 
be found to unlock private 
financing for green projects 
By Michael Liebreich 


At the end of November the global 
climate change fraternity descends 
on Cancun for the latest attempt at 
replacing the Kyoto Protocol, which is 
set to expire in 2012 + Last year’s U.N. 
meeting in Copenhagen ended after two 
fractious weeks of protests and negotia¬ 
tions with a face-saving document 
long on promises but short on details. 

At Cancun the challenge will be to turn 
the Copenhagen Accord into a 
binding agreement. 

If a. deal could not be 
sealed last December, 
it will be even harder 
this year, Yvo de Boer ， 
the head of the U.N. 

Framework Conven¬ 


tion on Climate Change, who did more 
than anyone to create the sense of ur¬ 
gency around Copenhagen, has moved 
on + Gone are many of those who 
pushed hardest for an agreement last 
year, including Brazil President Luiz 
Inacia Lula da Silva and British Prime 
Minister Gordon Brown, Gone, too, 
is any remaining hope that the U+S, 
Congress might take decisive action. 

The months since Copenhagen 
have seen a series of increasingly bad- 
tempered preparatory negotiating ses¬ 
sions* India has demanded that any 
outcome enshrine Kyoto, which gave 
developing countries a free pass on any 
binding conimitments-a position sup¬ 
ported by many of its emerging-market 
p^ers. The U,S + has refused to 
consider any framework 
based on Kyoto, which it 
feels will cost it jobs. China 
is investing heavily in dean 
energy but has refused to 
countenance any sort of 
verification of actions 


丰林 


it is taking. Europe，which is grappling 
with fiscal crises, has been reduced to 
the role of bystander. 

Not surprisingly, perhaps, de Boer’s 
successor, Christiana Figueres, has 
spent her first six months on the job 
talking down expectations. She has 
been positioning Cancun as something 
of a reboot of the international process, 
an early step in a long engagement that 
might ultimately result in carbon emis¬ 
sions coming down. 

Figueres hopes that after Cancun 
she will be able to point to progress on 
a number of concrete ii modest initia¬ 
tives, including a program that provides 
poorer countries with incentives to curb 
deforestation and another to speed up 
the transfer of low-carbon technology 
to the developing world. There may also 
be momentum on the deployment of 
$^0 billion in funding, earmarked under 
the Copenhagen Accord for invest¬ 
ment in the developing world to help it 
reduce emissions and deal with the 
effects of climate change. 
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This so-called Fast Start Funding 
was meant to be the first installment uf 
a flow of investment by developing na¬ 
tions that would hit $100 billion a year 
by 2020. Immediately after Copenha¬ 
gen the U.N. Secretary General con¬ 
vened a high-level advisory group to 
figure out how the $100 billlion-a-year 
target could be achieved. Unfortunate¬ 
ly the panel couldn’t agree on key ele¬ 
ments of its remit. Can the $100 billion 
include private funds, or must it be all 
public money? Can it include money in¬ 
vested in China? 

This uncertainty didn’t stop the 
committee's report from conduding 
that achieving the $100 billion-per-year 
goal would be ^challenging but achiev¬ 
able^ as long as the world adopted a 
carbon price of at least $20 per metric 
ton along with taxes on global aviation 
and shipping-a position that seemed 
quixotic before the U,S, midterm elec¬ 
tions and almost delusional after. To its 
credit, though, the panel did noi back a 
Tobin tax on financial transactions. 

The irony is that just as the ILN. ne¬ 
gotiations are bogging down, the com¬ 
mitment of the world powers to act 
on climate change is becoming clear. 
Global investmem in dean energy-re¬ 
newables, energy efficiency，and other 
technologies to reduce emissions- 
has soared from $46 billion in 2004 to 
nearly $200 billion this year, slirugging 
off the recession to reach a new record. 
This is mainly private money, respond¬ 
ing to a flood of regulation and gov¬ 
ernment incentives in support of low- 
carbon energy or energy efficiency. 

More than 90 percent of this invest¬ 
ment has taken place in the developed 
world or in rapidly emerging economies 


Quoted 


u TI>ere is a deal to be done, Capciin will 
be a success if parties compromise, 

I am not going to underestimate the 
political gaps that need 
tp be bridged-’’ 

— Ohri sti 皂 n^K 
Figueres, the U.N. 
diplomat leading 
climate negotiations, 
at a Nov. 15 press 
conference in Bonn 



such as China and Brazil. The countries 
that are finding it hard to secure climate 
finance are those that have underdevel¬ 
oped capital markets and poor records 
on attracting foreign direct investment. 
And therein lies the germ of a solution 
to the $100 billion challenge* 

Instead of dreaming of a global 
carbon market or a global tax on finan¬ 
cial transactions or trade, ask yourself 
this; Under what terms would you want 
your pension or tax dollars being invest¬ 
ed in infrastructure development in the 
world’s poorest countries? The answer ： 
when it s s not going to disappear. 

Here is how it might work: Take the 
$21 billion already being invested annu¬ 
ally in clean energy by multilateral and 
national development banks. Increase 
it by as much as fiscal constraints will 
allow. Throw in a sovereign guarantee, 
underwritten by the same governments 
that signed the Copenhagen Accord and 
reaffirmed their commitment to fight¬ 
ing climate change ai this month's G-20 
meeting in Seoul. Mix in some curren- 
cy hedging to protect investors from 
macroeconomic forces beyond their 
control Add a sprinkling of grants to 
cover the extra cost of dean energy 
over fossil-based (a differential that is 
shrinking all the time)* Throw in a few 
export credits and some funding via the 
existing carbon markets, stir the mix- 
ture^ and secure an investment*grade 
rating. This is the only way to get the big 
pension funds interested and generate 
funds on the scale required. 

For Western taxpayers to under¬ 
write a sovereign guarantee on any¬ 
thing like this scale，the acceptance 
of these cheap climate funds would 
need to be conditional an an invest¬ 
ment treaty. Recipient countries must 
not be allowed to expropriate the re¬ 
sulting projects. They also would have 
to commit to phasing out subsidies to 
fossil fuels* 

Will all developing countries agree 
to this formula? Almost certainly not. 
But who says they need to? To those 
that do agree go the funds. To those 
that dont-wait and see if there's a 
better deal on offer in the U.N. process, 

圍 f not，then this sort of Coalition of the 
Committed may be the best way for the 
world to move from rhetoric to action. 

Michad Liebreich is CEO of Bloom berg New 
Energy Finance. 


Clearitech 

A Stinking Mess in 
Central Texas 


►Trying to save the nation’s biggest 
poop-to-natural-gas plant 

► “It was going to be win-win for 
everyone ,5 

Erath County, Tex,，produces two com¬ 
modities in bulk ： milk and manure. Vis¬ 
itors to the Victorian-era courthouse in 
Step hen ville，the county seat, 70 miles 
southwest of Fort Worth, are greeted 
by an imposing fiberglass cow named 
Maola. The tons of waste produced by 
bovine herds, however, have created, 
well, a stink in the area. For years, of¬ 
ficials in downstream Waco accused 
the dairies of contaminating the water 
supply. So when a New York-based re¬ 
newable energy company proposed 
taking the muck off farmers’ hands at 
no charge, everyone loved the idea. 

The plan was to transform the manure 
into a climate^friendly gas for energy. 
“It; was going to be win-win for every- 
one，” says July Danley, head of the Ste- 
phenville Chamber of Commerce. 

Poop-togas plants-the technical 
term is anaerobic digesters-are not 
new. They're big in China and northern 
Europe, thanks to government subsi¬ 
dies- In the U.S, the technology enjoys 
support from green groups, 'Tm very 
high on that approach^ says James D + 
Marston, director of the Environ men¬ 
tal Defense Fund’s energy program. Yet 
federal grants and loans to the industry 
totaled just $37.2 million through 2009. 
While the number of projects has in¬ 
creased from a dozen in 1990 to more 
than 150 today, according to federal sta¬ 
tistics* they’re generally more modest in 
scale than many abroad* 

The exception is Texas, where ev¬ 
erything is bigger. Here, on the out¬ 
skirts of Stephenville, North America’s 
largest digester facility sprawls across 
73 acres. The surrounding air smells as 
pungent as one would expect. Shaped 
like fat grain silos，the eight five-story 
anaerobic digesters that form the core 
of the 22-employee plant were hum- 
ming on a recent autumn morning* 
Manure mixed with water was flowing 
into the computer-controlled 916,000- 
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Digester tatiks turn 
manure into blogm 



gallon digesters. There the sludgy or¬ 
ganic material decomposes into bio- 
gas-methane, inostly-wliich is refined 
into pipeline-quality natural gas. The 
developer, IVIicrogy 3 signed contracts 
to supply utilities in Texas and Califor¬ 
nia, claiming the plant could meet the 
energy needs of 10,000 homes. The 
U.S. Environmental Protection Agency 
promoted the project un its website 3 
and Microgy boasted as recently as 
May that it did not need government 
backing to succeed. “We’re sustainable 
without incentives^ Executive Vice- 
President Michael Hvisdos told the 
website ClimateWire, 

In July, Microgy 3 parent, Tarrytown 
(N-Y.) based Environmental Power, 
filed for bankruptcy, saying it would 
liquidate, The company was partly a 
victim of its own ambitions; It expand¬ 
ed too quickly, with projects in Cali¬ 
fornia, Colorado, and Wisconsin, and 
borrowed too much. Environmental 
Power’s revenues jumped 62 percent io 
2009^ tu $4 + 7 million，yet its losses more 
than doubled over the same period, to 
$36 million. A Securities and Exchange 
Commission filing from April shows 
long-term liabilities totaling $50 mil¬ 
lion* It wasn't just an excess of debt that 
sank the enterprise, though* The death 
of national climate legislation exacer¬ 
bated Environ¬ 
mental Powers 
difficulties 
and hampered 
the renew¬ 
able energy 
market more 
broadly. If Con¬ 
gress had cre¬ 
ated a system 



to reduce carbon emissions by setting 
caps and encouraging companies to 
trade pollution permits, projects such 
as the one in Erath County could have 
benefited by selling credits linked to the 
dean energy they produce. The surging 
supply and falling price of natural gas 
didn’t help either, denting the compete 
tiveness of more expensive renewable 
energy. The company's former chief 
executive officer, Richard E, Kessel, de¬ 
clined to comment. 

Still, there may be hope for the Ste- 
pbenville project. In November, a buyer 
scooped up the plant at the bargain-base¬ 
ment price of $33 million. Riding to the 
rescue-and signaling at least same long¬ 
term confidence in manure-to-energy- 
is Element Markets, a carbon-trading 
firm in Houston co-fouiided by Lou L* 

PaL Pai has had a long and，at times, con¬ 
troversial career in energy, After work¬ 
ing at Conoco Phil tips and DuPont, he 
landed at Enron in the 1930s, where he 
led tlie retail energy unit* Pal left Enron 
six months before it collapsed in late 
2001, pocketing more than $265 mil- 
lion from exercising Enron options and 
selling stock, according to a U.S. Senate 
panel. Without admitting UTongdo- 
inghe agreed to forfeit $25 million to 
settle SEC allegations that he abused 
inside information to dodge investment 
losses before Enron’s 
demise. He was not 
charged, Pai did not 
return a phone mes¬ 
sage seeking comment, 
Randall N, Lack ， 
Element's chief market¬ 
ing officer, says: !i The 
biomethane market can 
provide dean energy and re¬ 


duced emissions while being commer¬ 
cially successful/' 

Element might have better luck rev¬ 
ving up the Texas plant, because the 
bankruptcy process has stripped the 
facility of its daunting debt burden* 

The company says on its website that 
it works with utilities, mumcipalities, 
and companies to develop renewable 
energy, trade environmental credits, 
and nurture new dean energy ideas. 
One of the images on the site is that of a 
handsome brown cow mooing under a 
wide-open sky. ^Paul M. Barrett 

The bottom /rue 7bo much debt nearly sank a 
huge project to turn oow manure into gas r Can 
owners keep itafioat? 


Corporate Responsibility 

Unlikely Allies in the 
War Against Carbon 

► Companies are teaming yp with 
NGOs and governments to go green 

p 'The issues are so systemic that no 
one company can do it alone” 

Although aggressive climate action is 
basically frozen in the U-S*，the hard 
work of emissions reduction contin¬ 
ues among states, cities, corporations, 
and nonprofits. On Nov. 16, Califor¬ 
nia Governor Arnold Schwarzenegger 
launched R20 ? a public-private part¬ 
nership of regional players that seeks 
measurable reductions within five 
years (page 65). Environmental groups, 
while girding for courtroom bat¬ 
tles against corporations seeking 
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63% 

of energy professionals believe 
the greatest opportunities for 
improving efficiency in the energy 
value chain can be found among 
industrial end users. 


Energy 

The drive to reduce energy con¬ 
sumption worldwide has begun to 
focus on the industrial sector 


That's because industry uses more energy globally than any 
other end-use sector, currently consuming about 50 percent of 
the world's total delivered energy. The awareness that industrial 
consumption is growing inexorably as global living standards rise 
is contributing to a transformation of the entire energy system. 
And though there are challenges—including the need to limit 
CO 2 emissions while meeting rising demand for power and 
ensuring grid reliability at the same time- industry experts 
believe there is still a significant potential for reducing energy use 
by industrial, commercial and even household consumers. These 
include smart grid technologies that facilitate the use of renew- 
able energy and help increase efficiency. In fact, more than half 
of the energy sector stakeholders queried in a recent survey irtdi- 
cate that the best option to manage growth in industrial energy 
demand may be through increasing industrial energy efficiency, 
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to roll back coming carbon regulations 
from the Environmental Protection 
Agency, are also working with compa¬ 
nies that want to make their businesses 
more sustainable. 

The first significant alliance between 
a corporate giant and an environmen¬ 
tal nonprofit came in 1990, when Mc¬ 
Donald's began working with activists 
at the Environmental Defense Fund to 
get rid of the chain’s ubiquitous foam 
clamshell containers. Another mile¬ 
stone came in 2005, when retail giant 
Wal-Mart Stores, working with Con¬ 
servation Inteniational, EDF, and other 
groups, set ambitious targets to create 
zero waste, rely solely on renewable 
energy, and sell only products deemed 
“sustainable” by 20l5» Now such part¬ 
nerships are a key to the reduction of 
carbon emissions. In September, Dyke 
Energy, Cisco Systems, and local 
leaders in Charlotte, RC，announced a 
push to reduce energy use in the city’s 
core commercial buildings by up to 
20 percent by 2016. 

“The tide has turned:’ says Gwen 
Ruta 3 EDF's vice-president for corporate 
partnerships. Despite setbacks in Wash¬ 
ington, she says, "There S s this sense of 
inevitability that they have to adjust to a 
world where resources are scarcer and 
there’s a price for carbon/ 1 

Successful green partnerships are 
rarely monogamous. While McDon¬ 
alds maintains ties with EDF, the bulk 
of the company's sustainability efforts 
are channeled through broader indus¬ 
try initiatives that bring suppliers and 
even rivals into the mix. “The issues are 
so systemic lhat no one company can 
do it alone，” says Bob Langert, McDon ， 
aid’s vice-president of corporate social 
responsibility. 

Wal-Mart, long a target for green ac¬ 


tivists, announced a goal earlier this year 
of eliminating 20 million metric tons uf 
greenhouse gas emissions from its global 
supply chain by the end of 2015. The be¬ 
hemoth is working with nongovernnien- 
tal organizations at every level. “As big as 
we are, we can't take on these issues on 
our own 广 says Miranda Ballentine, Wal- 
Mart^ director of sustainability- 

For watchdog groups, the aim is 
measurable results* “We’re supposed 
to be the voice for our mission, not the 
voice for shareholders of a corpora- 
titm, says Jonathan Lash, president of 
the World Resources Instimte. “It’s our 
job to keep the pressure on ■” WRI and 
the World Business Council for Sustain¬ 
able Development have created the 
Greenhouse Gas Protocol, a widely used 
accounting tool to track emissions. 

EDF remains one of the most active 
players, with a M Climate Corps” staffed 
this year with 51 business school interns. 
Working with 47 companies, this sum¬ 
mer's interns identified energy savings 
equal to taking some 67,000 SUVs off the 
road. At Eaton, Vice-President Dimitri 
Kazarinoft says collaboration with EDF 
and FedEx to develop hybrid trucks 
helped generate technology that is now 
in use in hybrid buses in Beijing. EDF 
teamed up with Donlen，a Chicago com¬ 
pany that leases and manages corporate 
fleets, in a push to cut emissions from 
the commercial fleet by 20 percent. “We 
could not have made this a global indus¬ 
trywide effort without EDF 广 says Dan 
Hannan f Donlen's senior vice-president 
of sustainability, “The inaction of the 
government has created a strong corpo¬ 
rate sense of respon sibility to do some- 
thing ourselves/’ 一 Diane Brady 
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The bottom Hne Compan res from FedEx to 购卜 
Mart have entisteef the hefp of environmental groups 
to cut their greenhouse gas emissions. 



Eaton’s work 
witli IDF pavsd 
the way for 
these hybrid 
buses in Beijing 


Markets 

Carbon Traders 
Need Not Apply 



►Wall Street’s hopes of cashing in on 
cap and trade are up in smoke 

► Xarboo traders are calling me to 
ask what they should do” 

Just three years ago, George H. Stein, 
a managing director at New York- 
based recruiter Commodity Talent, 
was seeing a brisk volume in calls from 
Wall Streeters looking to make a career 
switch. While oil traders were getting 
pilloried on Capitol Hill, a new line 
of work promised to deliver wealth 
and social benefits ： buying and selling 
carbon permits in the emerging market 
designed to control global warming pol¬ 
lution. “There was such a great deal of 
interesUn carbon trading，” recalls Stein. 

U.S. states were uniting to go on low- 
carbon diets, Companies were stepping 
up their own with targets. The Con¬ 
gressional Budget Office estimated that 
under a cap-and-trade plan, the U.S. 
market for the permits, which compa¬ 
nies would need in order to emit C0 2s 
could be worth as much as $300 bil¬ 
lion by 2020- Today, with prospects for 
a federal cap-and*trade program dead 
and prices in voluntary carbon markets 
in the U.S. collapsing, “Carbon traders 
are calling to ask me what they should 
do now, says Stein. 

Energy trading consultani Peter 
Fusaro says he recently counseled a col¬ 
lege grad looking to get into emissions 
trading to find a job on an oil and gas 
desk and bide his time until carbon 
comes back. “Carbon trading in the U.S./ f 
says Fusaro “there’s no there there^ 

The European Union's carbon 
market, which has been operating 
since 2005, continues to grow, Trad¬ 
ing volumes were up 8 percent in the 
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Speed Dial_ 

Governor Arnold 
Schwarzenegger 


third quarter compared with the same 
period last year. In the U.S., what activ¬ 
ity there was is withering- The Chicago 
Climate Exchange (CCS)，once billed as a 
Nasdaq for C0 2t saw carbon prices drop 
to a nickel per ton before announcing 
on Nov, 17 that it would cease operations 
at the end of the year, CCS was found¬ 
ed in 2003 by Richard L. Sandor (pic¬ 
tured), an economist who's been called 
the father of financial futures. Some 450 
companiesj including DuPont, Honey¬ 
well, and several utilities, signed legally 
binding contracts to reduce their emis¬ 
sions. Those who succeeded in cutting 
C0 2 could sell their credits to others that 
were having a harder time complying 
with CCS emission targets, 

Bloomberg New Energy Finance re¬ 
ported on Oct. 1 on the “collapse” of 
trading in another US. market, the Re¬ 
gional Greenhouse Gas Initiative (RGGI), 
a consortium of ten Northeastern states 
that joined together to cap and trade 
greenhouse gas emissions from power 
plants. The RGGI’s stated goal: cutting 
utility emissions by 10 percent by 2018* 

Carbon jobs are dying, too ； Last year 
JPMorgan Chase acquired carbon bro¬ 
kerage EcoSecorities for $206 million. It 
has since cut staff and pulled out of proj¬ 
ects, “There’s not enough clarity to con¬ 
tinue to be able to invest in the market 
robustly,” EcoSecurities Chief Executive 
Officer Paul M. Kelly said at a confer¬ 
ence in May, 

It’s not all gloom and doom, says 
Sandor: “The message continues to be 
that in the absence of federal legislation, 
a bottom-up approach “■ seems to be 
key ■” California^ the world's eighth-larg- 
est economy, is moving ahead with its 
o\vu cap-and-trade program. The state's 
Global Warming Solutions Act envisions 
a reduction in greenhouse gases to 1990 
levels by 2020. On Nov. 17, Barclays 
Capital announced it completed what 
it said is the first trade of carbon allow¬ 
ances under California's program, in 
conjunction with power generator NRG 
Energy. Says Jason Patrick, the vice- 
president in charge of Bank of America 
Merrill Lynch's Carbon Markets group ： 
“You_ve got to be adaptable and find 
business where it exists, w 
— RobenFarznd 

The bottom ifne The failure of U S, dimate legislation 
has derailed efforts to build a robust csrbon trading 
market stateside, Alf eyes are now on Cafifornia. 


Savoring a win over a ballot 
initiative that would have 
overturned his climate bill the 
lame-duck Governator explains 
his “schnitzel strategy” 


California voters resoundingly de¬ 
feated Proposition 23, which would 
have killed your state’s cap-and- 
trade program* Were you surprised 
by the victory margin? 

No. First we only wanted a victory，but 
then we saw that our broad alliance 
just kept growing-everyone came out 
against the oil companies [Valero and 
Tesoro, which sponsored Prop 23]. 

We even had other oil companies, like 
Chevron, working with us. 

You bucked a national trend away 
from cap and trade, 

LeVs forget about that dialogue for a 
while. Not always, “What is your com¬ 
mitment to carbon reduc- 
tions?^ Let's talk about, 

“How do we inceritivize 
America to build electric 
cars, hybrid cars, solar 
everywhere?” The way 
you come to an agree¬ 
ment is if you back 
off and say, “Take a 
deep breath, shake it 
out. What do we shoot 
for here? Maybe 
there’s another 
way to reach 
our goal 广 

You’re moving 
ahead with the 
cap in Califor¬ 
nia. If it suc¬ 
ceeds, could that 
change the na¬ 
tional debate? 

It's already work¬ 


ing in Europe, but people don't pay at¬ 
tention, We’ll succeed, and the North¬ 
eastern states are doing it [in the power 
sector], and the Western states, too. 

Your new coalition, R20 > hopes to 
scale regional action globally. 

We can't afford to wait for national and 
international agreements Ju^t because 
America doesn't have a national agree¬ 
ment doesn't mean zero is going on 
here. There's a lot going on. At the Long 
Beach and L+A+ ports we’re turning 
diesel trucks into electric trucks, Hybrid 
tugboats. And the ports are making 
more money than ever, even though 
they screamed in the beginning. 

Why have Californians made the 
cotmection between clean energy 
and job creation in a way people 
elsewhere in the country have not? 

We have been working on this and talk¬ 
ing about it for many more decades. 

We started early on ； other states have 
not even talked about it, so they need 
the ramp-up time now. We can’t 
force it down people's throats. It’s 
all about communication. I can 
go to my wife and say, u Today 
you will make Wiener schnitzel- 
That’s what I demand! M She may 
say, “Screw yourself!” But if I say^ 
“Listen, honey，you know how much 
I love your Wiener schnitzel. You 
make the best. I have friends 
coming from Austria, 

I want to show off a 
little bit.” Now she's 
gonna jump into 
action, pounding 
the meat, because 
it was a different 
spin. It’s all about 
the same results 
by other means, 
The schnitzel 
strategy! © 

— EricPooley 
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From AT&T 

footage of copper thefts in progress 
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or almost a year, Mid City Recycling oper¬ 
ated out of a cavernous warehouse next 
to a liquor store on South Industrial Bou¬ 
levard in the seedy south side of Dallas. 
The startup seemed to have popped up 
out of nowhere* Out front there was a 
sidewalk sign with a Mexican flag let¬ 
ting everyone know that the propri¬ 
etors spoke Spanish. Beside it, a small 
truck draped with a baDner read，“$We 
68 丨 Big Bucks$, rt There was no need to 
say for what. 

For five weeks during the summer of 
2009, undercover agents with the Dallas 
Police Metal Theft Unit watched Mid City. 
One at a time, they pulled into the ratted 
parking lot in unmarked sedans or SU Vs, 
With tiny spy cameras attached to their 
shirts, they lugged in buckets of insu= 
lated electrical wiring and suspicious¬ 
ly stripped transmission lines, thread¬ 
ing past dunes of scrap metal piled high 
enough to block out the ceiling lights far 
overhead. The metal was weighed on a 
small scale and the transaction finished 
at a glassed-in cashier's window. 

Afterward the tout age was reviewed 
by Lieutenant Richard Dwyer，then the 
unit commander- “This is a great pic¬ 
ture of the roof，” he said when one of the 
men returned with useless footage from 
a poorly angled camera. They kept film¬ 
ing- Dwyer wanted proof that Mid City 
was functioning as a black market- If 
they could find that proof, they would be 
slightly closer to bringing a crime spree 
under control, 

Dallas，like many cities, was being 
rocked by copper theft. Thai might not 
sound as threatening as batik heists or 
murder sprees* yet the scope and fre¬ 
quency of the crime threatened to dis¬ 
rupt a far more important target-the 
wiring and plumbing that makes up the 


central nervous system of the city itself- 
And Dallas waSj and is, not alone. Thanks 
to a boom in the copper market, city ser¬ 
vices around the country are being hit ， 
leaving law enforcement agencies nation¬ 
wide scrambling to understand the scape 
of the problem and to confront it. 

Copper a metal with high thermal 
and electrical conductivity, is the essen¬ 
tial ingredient in power Hues, heating and 
cooling pipes, and grounding wires-the 
basic components of the modern world, 
if power lines get stolen, roads go dark. If 
cell towers get raided，calls get dropped, 
if electrical substations are knocked over ， 
power goes out just about everywhere, 
including at police stations- 

All of that happened in Dallas ： Be¬ 
tween 2002 and 2007, reported metal 
thefts spiked almost 1,000 percent^ to 
3,339 per year. That number dipped in 
2008 but was still around 2 3 400 + Using 
a toolkit of wrenches, work gIoves 3 and 
power saws, crooks were dismantling 
the city-even prying bouquet vases out 
of local graveyards* "They used to say 
thieves would steal anything not nailed 
down/' says Dwyer* who ran metal theft 
field operations from spring 2007 until 
late fall 2010. “Now even if it’s nailed 
down they want it： ! 

Since 200] the price of copper has 
gone from less than $1 per pound to about 
$4 per pound on the Comex division of 
the New York Mercantile Exchange. In 
response^ looters and scavengers nation¬ 
wide are stealing copper where they can. 
Within the last three years, copper thieves 
have disabled 130 cell tower sites across 17 
jurisdictions in eastern Virginia and North 
Carolina. They stripped the wire from an 


airplane control tower in Ohio, endanger¬ 
ing in-flight communications, They scut¬ 
tled the irrigation system of Pinal County, 
Ariz” causing $10 million in damage and 
ruining a harvest. In Indianapolis, gutted 
refrigeration systems cost the state's lai g- 
est food bank $400 5 000 in spoiled rations. 
In Jackson, Miss” thieves stole the copper 
from five storm sirens^ which then tailed 
to warn residents of an incoming tornado. 
In Kansas City* Mo+，power outages due to 
stolen wire caused a credit union to freeze 
bank accounts, while a separate group al¬ 
legedly used a hackhoe to excavate 18,000 
feet of backup power lines worth at least 
$500,000. In western Nevada, bandits on 
four-wheelers took out signal and control 
systems frurn Union Pacific and Amtrak 
rail lines. In Minneapolis and Cincinnati, 
police say gangs use foreclosure lists like 
treasure maps, looting pipes from hun¬ 
dreds of homes, same of which exploded 
from gas leaks. 

The biggest cost isn’t what's being 
taken-it 3 s fixing the damage, <( For every 
dollar stolen f it’s $10 to $25 worth of 
repair/ 1 says Ralph Anderson, who helps 
utilities protect their property as> a risk 
specialist at North American Electric 
Reliability, an industry consortium. In 
2008^ according to a survey by the indus¬ 
try-sponsored Electrical Safety Founda¬ 
tion International* utilities experienced 
an estimated 50,193 incidents of copper 
theft nationwide, resulting in an estimat¬ 
ed $60.4 million of damage. (An informal 
search of local news headlines nationwide 
turns up dozens of would-be thieves elec- 
trc ： M：uted while trying to steal live lines,) 

A 2008 FBI report, Copper Thefts 
Threaten LIS. Critical Infrastructure, 
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Detective Gamez surveys the inventory at Claxton Recycling in Dallas 


warned that the persistent, widespread 
theft "presents a risk to both public safety 
and national security/' The biggest prub- 
lem，says Eric lves 5 special agent for the 
Bureau S s major theft program, is that any 
recovered material is often untraceable. In 
order to prove something is stolen, “you 
have to have a victim* to prove where the 
copper came from，” Ives says, ‘ s If you don't 
have a victim, you don’t have a theft.” 

Guarding an entire country, or just a 
city* is expensive. In California a group of 
police departments built a scrap yard to 
use as a front for gathering contraband 
and tracking shady vendors. Total cost: 
$255,000 for 140 suspects. And that was 
only a stopgap. 

Dallas doesn't have that kind of 
money or manpower. Farmed in the 
mid-’90s，the Dallas metal theft squad 
mostly consists of a commander and 
four agents, though they’re operating 
with just three agents now* 

An early problem with detecting 
stolen copper, in particular, was figur¬ 
ing out where it came from. “There is 
always stuff where you say, ‘What the 
hell is that?”’ Dwyer says. To help under¬ 
stand what was going on，the crew pulled 
some of the smarter cops off their reg¬ 
ular burglary or homicide assignments. 
Most were independent guys who liked 
the idea of working in street clothes on 
their own projects. Together they fig¬ 
ured out that many metal parts have 
casting marks, small imbedded brands 


that name the manufacturer. They start¬ 
ed sending pictures of each imidentifi- 
able item to the manufacturers asking 
for descriptions of what certain products 
were used for and where they were sup¬ 
posed to have been delivered. i£ Evenm- 
ally t just like a neighborhood patrol of¬ 
ficer, you learn what looks suspicious,” 
says Dwyer* It took years to become com¬ 
petent. When they spotted a trend, the 
metal unit would alert patrolmen about 
what sort of break-ins to be on the look¬ 
out for or how to spot homegrown chop 
shops; crooks，for example, like to melt 
the insulation off wire, so it helps to look 
for burnt barrels or acrid smoke. 

In early 2008 detectives started 
to focus on scrap yards, where stolen 
copper may be turned into cash. One 
weapon was a new piece of policy ： In 
May 2008 the city revised City Code 
40B，which deals with secondary re cy¬ 
clers, giving the police power to inspect 
once-private secondary-metals shops, 
(Secondary metals are recycled metals.) 
Dallas re cycle is had to tag and hold in¬ 
coming copper for at least five days for 
police inspection. The cops could remove 
and investigate any item for up to 60 days 
ifit looked suspicious. 

At Mid City, each suspicious item 
dropped ofFby the undercover agents was 
marked in green paint or with a senes of 
unique crimp marks. (Mid City did not 
return calls and e-mails requesting cum 
ment.} By the time police inspectors with 


proper badges showed up for scheduled 
visits to look around, they noticed that 
many of the items were stashed away and 
some had disappeared altogether. The 
trick was showing that this was something 
more than bad management. 

Dwyer had a plan for that. Yards are 
required to check and record IDs of sell¬ 
ers, so in early July he handed one of his 
officers, a wdl-muscled man in his 40s 
with a shaved head, an ID card for a man 
named Felipe Rodriguez. The alias on 
the ID was a skinny kid about half the 
man's age. The officer seemed skeptical 
as Dwyer issued his order, * s Next time you 
go in, said Dwyer ， w let*s push this to see 
how far out of whack they really are； 1 

On July 8 the incognito officer used his 
bogus ID to make a sale. The clerk wrote 
up a receipt as usual, and the cop left with 
the proceeds. Five minutes later, though, 
the officer returned to the store thinking 
his cover was blown. In his nervousness, 
he had forgotten his ID at the counter, 

“Felipe?” The cashier asked, crack ， 
ing up, 

K SC’ said the officer, 

“No, not you，” the clerk said mock¬ 
ingly as he passed the card back so they 
could keep doing business, Finally, the 
metal squad had its case. 

The copper problem is, of course^ one 

of supply and demand* and the quanti¬ 
ty of theft tracks the price on the 
markets. Right now the supply is in 
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the U.S + and demand is in China, Ameri¬ 
can demand for refined copper peaked 
at about 3.3 million metric tons in 2000 
and has dive-bombed since, to an esti¬ 
mated LS million metric tons in 2009, 
according to the Copper Development 
Assn +J a trade group for the copper indus¬ 
try, China, meanwhik, crossed the 3 mil- 
lion-metric-ton threshold in 2003 and has 
increased consuaiption by 15,5 percent a 
year since, mostly because of massive 
building projects like the Beijing 2008 
Olympic Games, and booming industry, 
according to John Mothersole, a metals 
analyst at IHS Global Insight. 

In 2009 the US. shipped an estimat¬ 
ed 343,000 metric tons of used copper- 
enough to make about 18,000 Statues 
of Liberty-largely to China. For the first 
nine months of2010 t the U.S. has shipped 
20 percent more than it did during the 
same period a year earlier, according to 
the Institute of Scrap Recycling Indus¬ 
tries, a Washington 七 ; ised trade associa¬ 
tion that represents recycling yards inter¬ 
nationally. About one-third of all copper 
70 丨 goes toward pumping out flat screens, 
smartphones, and iPads that are then 
shipped worldwide, mainly to Americans, 
Much of the rest goes to building China’s 
own power lines^ cell phone towers, and 
heating systems. 

“There has been tremendous growth 
while there is tightnesssays Mother* 
sole. “The former peak is now the floor, 
and we’ll continue to see record gains: 
Last December copper futures reached 
a 30-month high of $4,03 a pound on 
the Comex. Lannie Cohen, president of 
Capitol Commodity Services in India- 
napolis, estimates the price will reach 
$5.08 in 201!. The U*S. produces about 
31 percent of the world's total second¬ 
hand copper supply, according to Moth- 
ersole. Internationally, that secondhand 
supply accounts far 16 percent of all re¬ 
fined copper being used in manufactur¬ 
ing* Mothersole calls all that “the above¬ 
ground mine/ 1 

For the copper pirates, there’s plenty 
more stuff to jack. Bob Garino, commodi¬ 
ties director at the Institute of Scrap Re= 
cycling Industries, estimates a surplus of 
125 billion pounds sitting around in unoc¬ 
cupied developments, blighted buildings, 
and discarded consumer products. That 
increases by about 1.8 billion pounds 
per year, lie says. Until now there hasn't 
been ample incentive to go get it. “One 
feature of scrap is the price is elastic 广 


says Garino, meaning that people don't 
bother to steal copper when it's cheap, 
(f You bring in a lot more at $4 a pound ■” 
The more a scrap yard processes, 
the more it profits. In this way, Dallas' 
22 scrap yards resemble another vener¬ 
able Texas institution: cattle feed yards. 
Smaller lots sell to midsize lots, which 
sell to bigger yards. In the cattle world, 
cows get fattened at each stop before 
butchering* In the copper trade, some¬ 
thing similar happens. The metal is gen¬ 
erally cleaned, stripped of insulation, 
chipped into smaller pieces, or baled 
into bigger bundles for easier transport* 
Much is sold to exporters operating out 
of Houston or Galveston 3 both less than 
300 miles from Dallas, When it reach¬ 
es China，it is generally refined and put 
back into production. 

On a recent mid-October afternoon at 
Action Metals, a scrap yard in south cen¬ 
tral Dallas that operates out of a lot the 
size of a sprawling suburban backyard, 
Dwyer appears for a routine inspection. 
At the yard that day is a trio of Chinese 
investors who have showed up to discuss 
shipping directly to China, 

Sporting Prada glasses, Action's debo¬ 
nair manager, Boris Grinstein ? says most 
of Action’s copper comes from plumbers 
and electricians who are making spare 
change oft job leftovers^ as well as a few 
street peddlers who scour the streets for 
discarded junk they can sell to help stay 
afloat. “We are very very open with the 
police," says Grinstein. “Everything that 
comes in here we show them. We are 
the first people who don’t want to buy 
[stolen goods] because it puts a bad light 
on us: Dwyer agrees, noting that good 
shops help collar crooks while taking 
credit for the busts, 

During the inspection, Dwyer, in uni¬ 
form, watches a service worker pitch¬ 
ing huge handfuls of speaker wire into a 
screeching metal granulator the size of 
a Volkswagen, The St rip-Tec 400 costs 
$67>500 and chops the wire into glittering 
specks that move along a small convey¬ 
or belt. It can process up to 475 pounds 
per hour- Everything spills into a bucket 


that is pitched into a larger metal drum. 
This is why the theft unit wants to in¬ 
spect copper at the first point of sale, 
Over the hum of the machine, Dwyer 
shouts，“Once it gets into yards and gets 
processed, it becomes invisible.” 

A few months after the sting at Mid 

City, Dwyer presents his case before the 
city’s Permit and License Appeal Board, a 
council made up of local business owners. 
The yard has racked up IS different ad- 
mi ai strati ve violations, including allow¬ 
ing sales with improper identification 
and piggybacking mulriple transactions 
onto the same receipt to conceal sellers' 
identities* The police choose to appear 
before a public board rather than a crim¬ 
inal court because the burden of proof 
is easier. Felony convictions for taking in 
contraband require each purchase to be 
worth $1,500, and officers have to bla¬ 
tantly state while working undercover 
that the goods they are hawking are hat + 
Do that enough, and criminals tend to get 
suspicious. Also, because jails are over- 
crowded, first-time felony convictions 
often result only in fines or probation. 

Dwyer wants a 30-dciy business sus¬ 
pension, The board settles on 15 days, 
The financial impact on Mid City is hard 
to determine because the police don't 
know how much illegally obtained metal 
they move* Dwyer doesn’t like to specie 
iate + “How much is moving though un¬ 
detected? By definition, 'undetected' 
means you don’t know: he says. 

The yard* however, will have to hold 
whatever it has. “That’s where it hurts 
them 广 says Dwyer. The severity of each 
suspension, of course, hinges on a force 
beyond everyone's control: the market. 
So far Dallas has suspended three other 
salvage yards for a few days each for 
trafficking violations. While that may 
slow the tide of stolen product ， it's rais¬ 
ing the ire of metal trade organizations 
that think tlie government has no busi¬ 
ness regulating private businesses* “It’s 
just a huge nuisance, says Garino at the 
Institute of Scrap Recycling Industries, 
which has started a website to let police ， 




olLLGd ① El u! PBOIUMO Qseu!zeee2 00J LL- s 硬 |AI ① J04S 


Release: StoreMags & Fantamag. Magazines for All 



Movemlier 29 — December S p 2010 

Bloomberg 





industries, and yards share information 
about missing material. “The compa¬ 
nies that rely on peddler trade are get¬ 
ting this mixed bag of material they need 
to sort through " he says, f "TIie last tiling 
you need to do is park it on the side of 
a lot for days/' especially when prices 
can shift up to 20$ a day+ “That’s a huge 
cost to the small scrap processor^ says 
Garina. Dallas’ scrap monitoring board 
seems to agree. As with his Mid City 
case, most of Dwyer’s suspension rec¬ 
ommendations are cut in half. 

The new regulation has helped the 

metal theft unit expand its detective work 
in other ways. The ordinance requires 
scrap yards to keep photos of sellers with 
both their merchandise and their cars, 
which offers a nice Rolodex of potential 
perps in possession of stolen goods and 
vehicles, S+ It_s common to find that the 
person selling has a criminal history of 
some type，” says Dwyer. 

It's likely tens of thousands of so-called 
transaction photos now exist, though all 
are held separately at individual scrap 
yards, Now the unit can start at the yard 
and work backwards: Figure out who 
brought the suspicious copper in and 
where they got it in the first place, and 
you have your victims-and your case* 

On a chilly fall morningj Dallas de¬ 
tective Jerry Gamez and his partner，Jim 
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Winkle, arrive for a routine inspection at 
Claxton Recycling，a midsize depository 
that manager Sue Benton says processes 
about 500,000 pounds of copper each 
month. Benton describes her relation¬ 
ship with the metals unit as K absolutely a 
good one/’ and even hangs a Dallas police 
department jacket off her office chain 

Still, this is where the metal goes, so 
the police are there- The detectives don 
work gloves and pick their way through 
rows of inetal-filled laundry bins inside 
the hangar-size storage room, Gamez 
wears a shiny belt buckle，a vest to con¬ 
ceal his gun，and a dusty Rangers cap. 
Winkle wears aviators and a gun in a hip 
holster and chews a fat plug of tobac¬ 
co, Neither has fired his weapons while 
on metals duty, though they have had 
to chase suspects and wrestle them to 
the ground. Not that they always spot 
the bad guys. “Abom SO percent of what 
is out there is legitimate 广 Gamez says* 
"The other 20 percent we have to find* 
I’m looking for that 20 percent-and of 
that 20 percent Vm kicky if I can find 
t wo things ■” 

Both are serious about improv^ 
ing those odds. Back at the station, 
the crew has pushed desks together to 
form a long countertop. While the bur¬ 
glary and homicide desks in other parts 
of the room are covered with fitness or 
gun magazines and have a nice view of 
a flat screen tuned to ESPN, the metal 
detectives spend hours poring over an 
evidence locker’s worth of recovered 
sprockets, levers, and cables spread 
across their desks. The detectives are 
trying to figure out where each piece 
comes from and what it might look like 
if hastily removed. Do dial long enough 
and you start to view the city different' 
ly. The metal theft unit now knows the 
function and street value of any set of 
overhead lines based on their height, 
arrangement, or thickness. They can 
tell you which buildings might be easy 
targets-like small churches, which 
may only be occupied on Sundays—and 
which protective measures are gener¬ 
ally worthless. Boarding up a building ， 
for instance, makes it harder to spot the 
bad guys gutting it after they get inside. 
Some ai the team’s desks sport Iron Man 
action figures，a badge of honor that vet¬ 
erans give out to recruits who learn to 
“mlk tiietaL” 

At the Claxton yard, Gamez scans the 
shiny wasteland. He considers checking 


out an uprooted lamppost but can’t; the 
inspection period has expired. Gamez 
shrugs. Sometimes good leads get bur- 
ied-literally-in the piles of debris* He 
settles on a bin of roughed-up piping. 
^See how it's all scratched up?” lie asks, 
^Someone used a vice grip to break 
this-that's not the proper tooL" When a 
clerk traces the bin number, they learn 
that the load came in at 4:22 p>m + the 
day before-41 pounds worth $1,389-30, 
After they pull out a picture of the seller 
and his pickup truck, a scale operator re¬ 
calls that the seller claimed it was refrig¬ 
erator coil found in a dumpster. 

During the inspection, Gamez works 
the room like a jovial bartender. “Layla? 
I got work for you!” he says when lie 
needs a record. "Clemente! He’s a scale 
guy! One of the best!” he adds when he 
gets some nice bit of intel It might not 
seem necessary, but a good rapport is a 
must. "You want them to respect you so 
much that they comply with the rules 
even if you're not aroundhe says. 

When Gamez gets back to the office, 
he will check out his suspect's work his¬ 
tory and address. Then he’ll call former 
employers and rummage through police 
reports to see who around the suspect's 
neighborhood might have been robbed 
or if the truck was reported as a suspi« 
dous vehicle somewhere. 

Private companies like enforcement 
to start at the yards, too. In the Dallas 
area, AT&T prints serial numbers on 
coated lines and marks grounding plates 
on cell towers with ultraviolet ink that 
can only be spotted with a black light- 
Oucor, the region's largest utility, lias 
experimented with nanotechnology 
to brand transformer coils with micro¬ 
scopic bar codes that worTt scratch off- 
Those measures are meant to help police 
quickly trace parts to where they were 
installed and deter thieves from messing 
with the utility’s copper. 

The new, yard-based approach to solv¬ 
ing copper theft is paying off. A recent sale 
at Claxton was tracked to someone who 
had created a fake work order to unload 
99 reels of insulated copper for $14,877, '"1 
know 1 didn^t do anything wrong. People 
get the wrong picture that we are buying 
stolen material knowingly. We hold ev¬ 
erything for the detectives:’ says Benton, 
letting the police make the choice about 
what's suspicious. In this way, she ex¬ 
plains, ii helps the buyer as much 
as the seller. “They help me stay out 
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of it because I don't want to accuse the 
people who came in of stealing/' At an¬ 
other yard the unit nabbed two guys traf¬ 
ficking their plumbing company's piping 
for $6,256, 

Dallas’ focus on the problem lias pro¬ 
duced a model for other cities, While 
the metal unit cracks only about 10 per¬ 
cent of reported cases，there has been 
improvement hi the overall numbers ， 
partly because of some new state sen¬ 
tencing guidelines. In 2009, Texas made 
it a felony to interrupt any public util¬ 
ity or transportation line, or to pos¬ 
sess stolen copper tubing or condens¬ 
ers. In April 2008, Dallas was averaging 
more than 300 reports of metal theft 
per month. In 2010, reported thefts are 
running about 130 per month-still about 
four every day. 

Plenty of suspicious sales continue 
to get through* Gamez scoffs when he 
inspects one suspect's buying history. 
Over the last month the man has con¬ 
ducted 10 separate transactions worth 
a total of more than $10,000, al] during 
business hours. It's the profile of a true 
scavenger ； works alone, probably unem¬ 
ployed, opportunistic, “Will they catch 
him? Probably not/' Gamez says. w We'd 
have to follow him around all day long, 
and we just don’t have the manpower*” 

Meanwhile, those blind spots have 
opened the door to some privately 
funded reinforcements. In 2006, AT&T 
partnered with a copper-specific video 
alarm company in Dallas called Vid- 
eofied. When tripped, a battery oper¬ 
ated camera sends 10 seconds of video 
footage to officers over a cell signal. It 
can operate even if the power and phone 
lines are cut. 

Mike Korbilly, vice-president of SNC 
Security, who responds to incidents in 
Dallas for Videofied，has caught bad guys 
carrying their own cell tower maps，a 
takeoff on the foreclosure list treasure ， 
hunting scheme. Standing beneath a cell 
tower in the middle of a field in north 
Dallas recently, Korbuly notices the ul¬ 
timate endorsement. The grounding 
wires for two other cell companies lo¬ 
cated at the tower are missing, His are 
not. “People are starting to learn that 
AT&T is protected 广 he says, eyeing an 
empty beer can the thieves might have 
left behind. That’s helped AT&T reduce 
service cuts by 75 percent nationwide 
in 2009, In 2008 those incidents cost 
$7.3 million, vs, $2,2 million In 2009. An¬ 


other Dallas company, Copper Watcher, 
provides air-conditioning unit alarm sys¬ 
tems that trip if there are spikes in volt¬ 
age, a telltale sign of tampering, 

Dwyer doesn't think too much about 
Mid City anymore. The yard went out 
of business last spring after the police 
dampdowQ, and he’s working in a differ¬ 
ent division now, He J s also teaching the 
Dallas model to other jurisdictions. He 
recently helped Orlando design a system 
that requires all yards to pay customers 
via check in an attempt to slow down 
drug users seeking cash for a quick fix. 

That rule hast^t passed In Dallas, Al¬ 
though Dwyer suggested the city include 
such a plan in the new ordinance, the 
city council decided to sponsor a lighter 
“cash card” addition to ordinance 40-B, 
The first payment for each sale is mailed 
by the yard to the seller, along with a 
yard-specific ID card to help track future 
cash sales. Dwyer has been traveling to 
Austin to testify for stronger state legis¬ 
lation, and he has opposition. Last year 
many of Dallas recyders helped form 
the Recycling Coundl of Texas，a lob- 
bying group to oppose moves like state¬ 
wide no-cash sales* 

The biggest problem facing Dallas, 
however, is that crooks don't have far to 
com mute. Two blocks outside the south¬ 
ern city limits, and Dallas police juris¬ 
diction, there is a junkyard that hoists 
and sifts metal across a mini-moun¬ 
tain range the length of a football field. 
Trucks loaded with scrap metal are usu¬ 
ally backed up in the delivery area. They 
have picked up a lot of new business. 


Although some personnel have been 
reassigned-police work has been hit 
by the economy, _， says Winkle-the 
metal theft unit keeps on. By Novem- 
ber，Dwyer and one of his detectives 
had been moved to other divisions, and 
another officer is slated to retire soon. 
Until more are assigned to the unit, that 
will leave just Gamez and Winkle to split 
up and inspect all the city’s scrap yards- 
Gamez isn't excited about the prospect 
of snooping around solo. “If some of 
these buyers have stolen property, that 
makes them felons,” he says- Gamez likes 
having backup. Winkle agrees, Now he’s 
pleased they get to roll in plainclothes 
and unmarked police trucks. At each 
yard, Winkle parks Ills truck carefully so 
be lias a good view of the operation. He 
tends to chuckle when other cars honk ； 
they often think he J s another peddler 
trying to cut in line. 

Back at the station, Gamez fields a 
phone call from a man screaming that 
his house has been stripped of copper, 
He wants a full-scale investigation and a 
translator to interview some neighbors. 
(He hasn't given Gamez a chance to say 
that he's bilingual) Gamez puts one hand 
over the e nd of the receiver and calls over 
to Winkle, S+ He wants to monopolize my 
time； 5 he says. Winkle leans back, spot¬ 
ting the prize trophy in their evidence 
stash, a larger-than-life copper John 
Wayne bust. He spits a plume of tobac¬ 
co into a plastic cup and chuckles. “He 
won't； 1 he says. The guy's copper is prob¬ 
ably already at a metal yard. Now they 
just have to go find it . ❶ 
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2011 Civic LX Sedan 
$0 first month/$220 for 
35 months thereafter 
[for we II-qua I(tied customers) 


2010 Fit AT 

SO first month. ,J S190 for 
35 months thereafter 
(for well-qualified customers) 


2010 Insight LX 
$0 first month/$210 for 
35 months thereafter 
(for well-qualified customers) 



2011 Accord LX Sedan 
SO first month/S260 for 
35 months thereafter* 
(for well-qualifted customers) 


$ 0 


First-Month Payment 


$ 0 

Down Payment 


$0 

Security Deposit 


$ 0 


Due at Lease Signing 

Exclucies tax r tit1e r lioen^ dtaEgrfees 


This is how Honda spreads holiday cheer. 

Feel the iove during Happy Honda Days, when youll find great lease and finance options on all 
Honda vehicles, including the Accord—winner of Car and Driver's lOBest a record 24 timesJ 


0 ) 


ShopHonda.com 


^Subject to availability through 1 M/11 on approved credit through American Honda Finance Corp, Closed-end lea&e for 2011 Accord LX Sedan AT MSRP $22,730. Actual net capitalized 
cost S22,,04e.Tqtal monthly payments S9..100- Option to purchase at lease end Si 3,636 - Clo&ed-encl for 2011 Civic LX Sedan AT. MSRP $19 r 3P5. Actual net capitalized cost 
$-19426. To ta! inomhly payments S7J00. Option to purchase at end $11,^70. Closed-end lesse for 2010 Fit AT MSRP ^16,450. Actual net capita I i 2 ed cost $16 r 3G0, Total monthly 
paymenf& S6.S50, Option to purchase at Jease end S9.7W3. Closed-end lease for 2010 Insight LX CVX MSRP S20.550, Actual net capitalized cost ST&,256.Total monthly payments 
$7,350. Option to pur^h^se at end $12 H 125. Requires dealar contribution, which coutd affect final negotiated transaction. MSRP fncSudes dGstindiion, excludes taxes-, license, 
title feea^ optror»s r insurance and deal&r fees. Lessee responsTbEs for maintenance r excessive wear/tear and up to 20^/mrFe over 12,000 mHes/year. See participating dealer for details, 
t Car and Driver, January 2010. ©2010 American Honda Motor Co., Inc- 
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EVERYONE IS WAITI N G 
FOR THE BIG FOUR 

ADVERTISING GIANT S 
TO FADE AW A Y. 

BUT IT TURNS OUT 
THAT BEING A 

LUMBERING BEHEMOTH 
IN A DIGIT A L WORLD 
HAS ITS ADVANTAGES. 

DON DRAPER’S REVENGE 

BY FELIX GILLETTE 
ILLUSTRATION BY 

JOE MAGEE 
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JOHN SEIFERT, THE 
CHAIRMAN OF OGILVY & 
MATHER NORTH AMERICA 
SHAKES HIS HEA D. 

IT DRIVES HIM CR A Z Y, 
HE EXPLAINS, WHE N 
PEOPLE PORTR A Y 
CONTEMPORARY NE W 
YORK ADMEN AS SUSHI- 
MUNCHING, SCOTCH- 
SLURPING DINOSAURS, 


far removed from die concerns of digitally connected consum¬ 
ers and out of touch with a changing industry+ It happens a lot. 
It's the second day of Advertising Week, the industry’s 
bender of panels, parties，and awards shows 3 hdd every 
fall in Manhattan. Seifert is sitting an a short stage, in a dim 
room with low ceilings at Times Center's The Hall, not far from 
Times Square. Rows of conventioneers in foidout chairs are 
watching the event, entitled “Inside a Big Dumb Agency.” 

joining Seifert on stage are two colleagues from Ogilvy 
& Mather-a full-service global agency that is owned by the 
WPP Group, the behemoth holding company, which has some 
100,000 employees in a constellation of agencies around the 
world. The Ogilvy executives are taking turns calmly respond¬ 
ing to belittling Inquiries from critics-“How many Twitter fol¬ 
lowers do each of you have?” one asks pointedly-questioning 
the relevance of a large, traditional agency in an age when 
low-to-the■ groimd, liaiid to-liand grappling with consumers, 
tweet by tweet, is all the rage. 

Isn’t it amusing, one critic asks, that Big Dumb Agency 
managers, while enjoying “working dinners' 5 at the swank 
Japanese restaurant Nobu, brainstorm how to sell cornflakes 
to single moms in Mississippi? 

“I don’t know haw many of us are sitting at Nobu anymore 
drinking really expensive wine and talking to clients about 
things that we know nothing about 广 says Seifert, 

At Seifert's feet rests a copy of Confessions of an Adverdsing 
Man ，the seminal 1963 book by David Ogilvy, die firm’s charis¬ 
matic founder and one of the giants of Madison Avenue's heyday* 
Ogilvy drove a Rolls Royce + He wore a cape + He entertained cli¬ 
ents at his chateau in France. He did not follow mouse clicks. 
By comparison, today's New York admen look more henpecked 
than cocksure. 

From the stage, Lars Bastholm, Ogilvy’s chief creative officer 
for New York，says that growing up in Copenhagen, he always 



Mad hien 
Through 
TheAges 

dreamed of someday partaking in 
the Madison Avenue decadence, 

“This is wildly disappomting/ s he 
says. “I was looking forward to 
those dinners at Nobu: 

“if any dumb agency is sitting 
here thinking life is wonderful/' 
says Seifert 3 a few minutes later, 

H rd be shocked.” 

The global recession roiled ad 
agencies of all sizes, but the cur¬ 
rent climate seems particular¬ 
ly fraught-emotionally and psy - 
chkally-for the Madison Avenue 
giants. New York ad executives find 
themselves navigating a lean world 
where the flat 15 percent commis¬ 
sion (and all the indulgences that 
came with it) has long since disap¬ 
peared. Permy-pmchmg procure¬ 
ment officers now tightly monitor 
client expenditures, driving down 
fees; tiny startup interactive agen¬ 
cies moonwalb through award 
shows，egged on by an adoring 
press; and California-based search 

engines and social media newcomers are gobbling up large 
chunks of market share, selling ads one by one, 

Again and again, the executives on stage assure the mem¬ 
bers of the audience that they get it. The Internet is impor¬ 
tant. Digital matters. And so they are carefully, painful¬ 
ly reconfiguring their workforces to take advantage of the 
changing landscape* 

The crowd seems skeptical. A young man stands up and 
reports that he recently saw a list of top agencies around the 
world, including Ogilvy, that don't have their websites avail¬ 
able on mobile devices, including the iPad and the iPhone, 
“So with the growing importance of those devices 广 he asks, 
“why aren’t you guys practicing what you preach?” 

Bast holm says that he loo saw the gotcha list- But the 
problem highlighted therein，he says，turned out to pertain 
to a tiny slice of Ogilvy’s website. It was easily fixed- 'That list 
was done with a little bit ot malice^ says Basthalm. "Those 
lists are always done with a little bit of making a point in 
mind, rather than actually being entirely true:’ 

Nearby rests a discarded copy of a glossy trade publica¬ 
tion, featuring a front-page image of Don Draper, the protag¬ 
onist of AMCs scripted drama Mad Men, which is set in the 
world of Madison Avenue in the 1960s, "Advertising Week/’ 


In the + 50s t television 
but most 
comvinerdate are 
still live, and many 
shows are sponsored. 


“AU these little companies 
with fun navnes,” says 
BBDO Chairman Lubars, 
W we f ve kicked their butts •” 
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reads the pull quote, “the second-best recruitment tool for 
the industry behind Don Draper ■” 

In Mad Mert y Draper is a lusty ， brilliant, troubled creative di¬ 
rector conquering Madison Avenue thanks to his emotional 
sights into the subconscious motivations of consumers. Along 
the way，the archetypal Ideas Man seduces everything in his 
path; department-store heiresses* Bra manufacturers. Kodak 
executives. Secretaries. He is an unapologetic hustler* when 
a belittling beatnik asks him how he sleeps at night, Draper 
responds: “On a bed made of money: 

landed in American living rooms at a time of rising 
anxiety for creative types in New York advertising, with the 
balance of power in the industry feeling like it might be forever 
shifting to Silicon Valley. In 2007, the year of the series" debut ， 
Google generated more than $16.5 billion in revenue, largely 
from advertising created entirely without creative directors* 
It brought in $23+6 billion in 2009+ The Marf Men fantasy of¬ 
fered a counterpoint to a connected world where analytics 
and mathematical marketing promised at long last to erase the 
mystery from advertising, and a lot of the profits. 

Nick Law, the chief creative officer in North America for die 
interactive ad agency R/GA S is standi agon stage at another Ad¬ 
vertising Week event, delivering a lecture entitled “Designing 
an Agency for the Digital Age.” Law, dressed in a snug ? black 
V-neck T-shirt, clicks a button and an image appears on the 
screen behind him. He tells the audience that the hieroglyph¬ 
ics in the picture represent the old model of advertising; A 
chess piece + a lightbulb x a TV-shaped box = an exclamation 
point. Law translates the simple equation: “Strategy + creativ¬ 
ity x mass media = ambiguous results 广 he says. 

The dig at the traditional agency model scores a chuckle 
from the crowd. Law dicks the button again- A new formula 
appears on the screen* This one, he says, represents the new 

mudel of advertising in the Digital 
Age. It has a bunch more variables 
and looks like the precocious love 
child of the quadratic equation and 
the Rosetta Stone. 

basically something like: 
Collaboration + data + strategy plus 
creativity x media neutrality times 
efficient production - measurable 
results,” says Law, “Of course ifs 
purposely complicated because 
we want to pretend like it’s a lot 
more difficult than it actually is, he 
says + In one clever illustration, he 
has managed both to send up the 
bewildering pretension of the for¬ 
ward-looking digital agencies and 
to embody them perfectly. 

Law goes on to explain that the 
old model of advertising is no longer 
working. The modern digital world 
has seen a multiplication of con¬ 
texts, he says, from e-mail to search 



By the armtes of 

irreverent executives 
are trying to match 
the wit of legend 
Bill Bernbaph, 


engines to blogs to social media 
networks and on and on* Compa¬ 
nies can no longer simply wait for 
a potential consumer to sit down in 
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No ideas? Buy some. 
The 'BOs er« ell aboul 
m&rger% starting 
witli WPP’s purchase 
of JWTin 1987* 


front of the TV and then intern] pt 
them with a message. The upshot 
for clients, he says，is that mass mar¬ 
keting no longer reliably delivers in¬ 
creased sales. Thar means that old- 
style agencies have little to offer* 

Furthermore, if mass market¬ 
ing no longer works, then micro¬ 
marketing to niche behaviors and 
interests must be the answer. That 
is what has led to the proliferation 
in recent years of little ad shops, in¬ 
stantly recognisable by their pro¬ 
fessed disdain for traditional-and 
profit able-mass marketing, and 
their penchant for wacky names: 

LeapFi og, GeniusRocket, Big Space¬ 
ship, glue isobar, Blue Barracuda. 

The key, according to the new 
paradigm, is to create interactive 
brand experiences that recognize 
and enhance con5>umers , online 
behavior. If hard-core joggers are 
using the Internet to log the mile¬ 
age of their daily runs with their 

iPods，agencies should build a sponsored home for them 
online where they can track their data, visualize their prog¬ 
ress, and plunk down serious coin for premium running shoes. 
That was the basic idea behind R/GA f s interactive campaign 
on behalf of Nike +. 

All of this will be midertaken by “digital nativeswith the 
Web in their DNA* Only the small, nimble shops will be able to 
navigate this fractal universe of endlessly proliferating media* 
The bsg guys with their lumbering overseers ai the holding com¬ 
panies are not only dumb，they are also as good as dead. 

It all sounds gi eat, at least to the technorati. The only prob¬ 
lem is* it’s not remotely true, 

“All these little companies with fun names," says David 

Lubars ， “we’ve kicked their butts/' Lubars is chairman and 
chief creative officer of Omnicom 5 s BBDO North America, an 
82-year-old Madison Avenue agency with more than 17,000 
employees. On a recent Friday afternoon, Lubars was sitting 
in his Midtown Manhattan office. He gestured at BBDO's 2010 
Webby award for best ad agency of the year, which was rest¬ 
ing a few feet away from his electric guitar, tuned to imitate 
Keith Richards 3 ringing sound. 

“Americans like a story of the big guys getting taken 
down，” says Lubars, “But that doesn't mean that’s what is 
actually happening.” 

After a couple of years of slumping fortunes, the Big Four 
advertising agency holding companies-Omnicom，the WPP 
Group, Interpublic，and Publicis-are bouncing back. In Octo¬ 
ber they reported their quarterly earnings. Across the board, 
revenues were up. Omnicom brought in $2,9 billion, an in¬ 
crease of 5.5 percent over 2009, including a jump of 8.4 per¬ 
cent in North America. Revenues are once again approachitig 
the lofty levels of 2007 + Looking at trends over, say, a decade- 
long period reveals little evidence of secular ckdine. The 
layoffs of the past two years are over. All of the Big Four are 
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hiring，prompting columnist Jim Edwards to write a recent post 
on BNET with the headline ； E *Hdp Wanted ： Madison Avenue Is 
Hiring Like Crazy and Bonuses Are on the Rise: 

Last year, according to a study by PricewaterhouseCoo pers, 
Internet advertising revenues amounted to $22.7 billion, of 
which 35 percent was spent on display advertising. In the third 
quarter of 2010, according to the Interactive Advertising Bureau, 
online ads reached a record $6,4 billion, up 17 percent from a 
year earlier. The market is expected to continue to grow. 

That's a lot，but it’s still a long way from the amount spent 
on traditional advertising. Based on the revenue opportuni¬ 
ties available, agencies would be negligent to devote all of 
their time to digital platforms. To wit: During 2009, the Big 
Four combined brought in $16.71 billion in revenue in the U.S .， 
according to Advertising Age, more than double the $8 billion 
spent on digital display advertising in U*S, in the same year ， 
across all companies, 

Lubars, dressed in jeans and a black long-sleeve shirt, pops a 
highlight reel into his office DVD player. For the next 15 minutes 
tie shows off some of the agency’s recent work: an AT&T banner 
ad in which World Cup fans could use their Web cameras to play 
a soccer game on screen; a 30-second Snickers TV spot starring 
Betty White and Abe Vigoda; and a multimedia campaign for 
HBO that included the strategic installation of outdoor multi* 
screen storytelling cubes in New York and Philadelphia. 

“We’re doing leading-edge technological breakthrough 
things/" says Lubars + ‘* At the same time, we're winning the 
best spot for the Super Bowl ， 

Prior to joining EBDO, Lubars was president of Fa I Ion World¬ 
wide, a Minneapolis-based agency owned by Publicis. He spent 
the first two decades of his career working in traditional media, 
In 2001, while trying to figure out how to get potential BMW 
customers to spend more time on the company's website, 
Lubars came up with the idea for The Hire-z series of eight 
short films directed by the likes of Ang Lee and Tony Scott, 
starring Clive Owen. The campaign grew into a monster hit and 


It’s a Mad, Mad (Ad) World 

Advertising spending ($ billions) and percent change since 2009 


Trade magazines 

Out-of-home ® 14bn 
$24.1 bn 

Coi^Buiner magazines 

$2©.5bn 

Radio 

$23.4bn 


Directories 

$28.8bn 





Video games 
I.Sbn 


Television 

$156.3bn 


$4Q9.3bn 

total ad spending j 
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Inten^t and mobile 

$6G.2bn 



N^vvspap^rs 

$80bn 

DATA- PR ICEWATE R H Q U SE COOPERS 



En th@ '90s, the ad 
world starts thinking 
digital. Google i$ 
founded in *1998. By 
2010 it will gross 
$23.6 billion in revenue. 


won Lubars seemingly every major 
award in the industry. As a result, 
he has little patience for the idea 
that veterans of TV and print cam¬ 
paigns are genetically incapable of 
making a dent in new media. 

Not that old agencies sometimes 
aren't a tad sclerotic* When Lubars 
joined BBDO five years ago he found 
a traditional agency curiously eyeing 
the changes sweeping through the 
business.'"Forget about new kinds 
of media,” says Lubars, iS They didn’t 
do old types of media. They didn't 
do print. It was essentially a film 
production bouse. They made these 
shiny, expensive films-wbich was a 
great thing to do in that era:’ 

In the intervening years, Lubars 
has overseen a high-profile trans¬ 
formation of the agency. “It used 
to be a company with a big fat 
middle" lie says* “Now it’s a skinny 
middle with a lot of young people 
and just a few managers. We're 
trying new things. And we're bring¬ 
ing in people who came from different b a ckgr o un ds - tech¬ 
no legists, designers t artists-who come together and create 
this new, interesting gumbo. H 

“The last 24 months have been unbelievably painful in our 
industry,” says Ogilvy & Mather's Seifert. “The fact is^ what you 
don’t read about in the blogs, is that we let 391 people go. But we 
also hired 270 new people. We transferred another 300 people 
between different parts of the company. All of that was designed 
to meet the changing requirements of uur business^ 

Seifert says that in addition to reconfiguring their work¬ 
force, Ogilvy is happy to learn from the small digital shops- 
and hire away their top talent* “We have more shared ven¬ 
tures going od with young startup agencies right now than 
we've ever had/' he says. 

And over time, many of those nimble startup shops end 
up in the same position as their supposedly ham-fisted fore¬ 
fathers,, becoming a part of the big companies they are pre¬ 
tending to outfox. The global holding companies continue to 
tinker with the mix of services in their portfolios and aren’t 
shy about using their resources to acquire little artist col¬ 
onies to plug holes in their offerings, in November, Omni- 
com bought the British design and camrnunicadons agency 
The Core* In May, WPP purchased Brazilian interactive agen¬ 
cies Midia Digital and i-Cherry* The same month, Interpublic 
bought Cubocc, a Brazilian digital shop，its indie cred codi¬ 
fied for posterity by a neon office sign: “Cubocc, the Monster 
Whatever Hodsliop ■” 

Lubars is also gobbling up talent* In addition to stockpil¬ 
ing search engine optimizers, social media strategists, and 
Web developers, he continues to add creative digital talent. 
Right now，the Swedes are the hottest thing in the industry In 
February, Lubars hired Mathias Appelblad, a former interac¬ 
tive creative director at the Swedish agency Forsman & 
Bodenfoi s, to become BBDO's director ofinnovation. 
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“He has dominated the digital world in cre- 
ativity^ says Lubars, “Now he's here. We’re not 
going to rest on our laurels. We're going to jack 
it up that much more. We're adding guys that 
come from some of these small background 
places* They come here to paint on a bigger can¬ 
vas-where it's actually part of the culture, rather 
than some side dribbled 

Lubars doesn’t want to defend all the big agen¬ 
cies, just the good ones. He says he'd be happy to 
watch some of the mediocre giants someday dis¬ 
appear. But writing off the whale lot of them, he 
says, is naive-like dismissing an entire genre of 
music, “Oh，you don’t like pop music?” he says- 
"What does that mean? You don’t like ABBA? Or 
you don’t like the Beatles? Some of it is great. 

Some of it is disposable/' 

The little hot shops, says Lubars, who are 
thumping their chests and declaring the end of 
mass marketing arid the death of the Big Dumb 
Agencies, do so as a business posture, an attitude 
tor journalists, and a sales pitch to clients* “They 
don't believe a word of it/' he says, 

What he sees instead is an evolution，firms 
heading lo the same place from different direc¬ 
tions. Technologically able marketers are trying to 
scale up into full-service agencies; and full-service 
agencies are mastering the new channels and a 
world with 6 billion individual markets, “They're 
racing to figure out what an idea is，” says Lubars. 
w We f re racing towards technology. IVs easier to 
pick up the technology. That’s why we got there 
first,... They are desperate to take down the agen¬ 
cies that are doing it now. 

At the same dme T the big agencies are busy inte¬ 
grating their technologists into all aspects of their 
operations, and hungrily circling the interactive 
market, plotting to swallow more share in the years to come, 
“A lot of the people who are working in smaller shops and 
kind of lobbing stones at large agendes like this miscategorize 
us as being people who are in love with doing the TV com- 
mercinal,” says Matt Donovan, managing partner of McCann 
Erickson, New York. “We’re not. We’re in love with creativi¬ 
ty that moves that big business problem into the positive re¬ 
sults column. More and more companies are finding that the 



“Moreand more companies 
are finding that the big 
agencies have retooled，” says 
Donovan of McCann Erickson. 
“We are paid by businesses 
to outsmart others.” 


big agencies have retooled and do understand ibis 
change. We are paid by businesses to outsmart 
others. That’s what we’re here to do: 

Prior to joining McCann Erickson, Donovan 
worked at Euro RSCG 4D y an interactive agency. 
“Back in ’97 and 9 98 when I started in digital:’ he 
says, “all tlie talk was that agencies were going to 
die. I had a wise CEO who had been in the ad busi¬ 
ness before television, and he said f Thafs exact¬ 
ly what we thought when television came along/ 
What you really have to do is engage with this stuff, 
learn it, and you'll he in fine shape. That's part of 
the belief of this company. It’s been around for a 
hundred years/' 

4( We are learning from some of the smaller digi¬ 
tal shops that are out there,” he add 义 “I think what 
they’re worried about is when a big agency like this 
one acts on this and gets it right. 

All ofthe big agencies are working on multiple 
fronts to integrate their technology teams more 
deeply into every aspect of the creative process. 
The days of digital silos inside agencies are long 
gone. In October, McCann Erickson moved Mark 
Fallows from London to New York to serve as the 
agency's director of creative technology, “Ttie 
mistake that a lot of traditional agencies made 
in the past was that they just hired some digital 
people, put them in the corner, and said, 'When 
we have the ideas we’ll come to you and you can 
build some digital, "’ says Fallows. “That’s not how 
it works anymore ” 

In the darkest moments of2009, with ad bud¬ 
gets withering away amid the global recession, 
the age-old despair of the creatives was at fever 
pitch and the din of the futurists at a near-deaf¬ 
ening roar. But as the global ad market continues 
to thaw, the descendants of Madison Avenue not 
only are alive but are looking as well positioned as anybody to 
capitalize on the digital market moving forward, 

“We’re getting calls all the time now from clients and new 
business prospects who have gone and worked with alterna¬ 
tive, New Age agencies that are now saying we want to come 
back and talk to you/' says Ogiivy’s Seifert . “If you believe our 
critics and the pundits, you’d say ， c WeM, these big dumb ageo- 
cies are built on hubris; they’re in Madison Avenue towers; 
they lack the nimbleness to thrive/says Thom Gruhler ， pres¬ 
ident of McCann Erickson, New York. “ItSthe most ridiculous 
notion you’ve ever heard in your life: 

Lubars says that rather than filling seasoned admen with 
dread s the technological explosion has rejuvenated their in¬ 
terest in the game, “1 got to be honest—at my age* now f if it 
were still just TV，and print，and radio, rd probably be really 
bored:’ says the 52-year-old Lubars. *Tve done this for 25 
years, and what? I just keep doing it? Now every day there 
are not just new ideas, but new technologies to distribute, It’s 
fun for us + There are all these new things you can do now that 
you couldn^t do last year： 8 

“It’s gray and messy right now； 1 he says. ''I find that chaos 
and lack of definition liberating. I think any really good creative 
person would” © 



In 2010, the 
quintessential ad 
genius is creative and 
rebell;i(His_and 
msy already work f of 
one of the Big Four 
holding companies. 
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Marius Ktoppers, CEO, BHP Billiton l 'Hes fearless in a soft but determined sense. Brian Dunn, CEO, Best Buy Steve understands thaf 
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nyone setting out to 


me feel comfortable, but it was clear he 
wasn't there to be my friend" 

An arm^-Iengtli relationship makes 
Miles more valuable- After hours of in¬ 
terviewing senior executives and those 
who work with them，he paints a por- 


explain the remarkable success of Ste- trait that can be surprising to the sub- 


phen A + Miles, a rising star in the world 
of executive coaching, might start with 
the nomadic childhood that helped turn 
him into a student of human psychol ， 
ogy. Born in Nairobi to a schoolteacher 
mother and an agro-economist father. 
Miles lived in South Africa, Iraq, and Ar¬ 
gentina by the time he turned eight, then 
in Canada New Brunswick, Ontario, and 
British Columbia- hailing his adaptability 
and talent for observation all along the 
way, +t You have to read people quickly tu 
fit into the social network，” says Miles, 43. 
"My whole world is about trying to read 


ject - and crucial to their careers. For 
some, it’s the key to getting a CEO job. 
For others. Miles’ insights are indis¬ 
pensable in managing the transition to 
the top job. And friends or not, they all 
regard him fondly.,I love him unreserv- 
edly*” says Kloppers, with a laugh, “He’s 
wicked smart 广 says Narayen. 46 It has 
been fascinating to see the wisdom he 
brings； 5 says Stephen MacMillan, CEO of 
medical device maker Stryker, “for such 
a young prnik.” 

Although he's been consulting for 
barely a decade 3 Miles has already de- 


S people, to find that one ticket in, and get ve loped a client list rivaling those of the 
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them to do something differently^ 

Someone else might point to Miles’ 
years as a young prison caseworker 
with a master's degree from the Univer¬ 
sity of Victoria, counseling maximum- 
security inmates at Ontario's Kingston 
Penitentiary. Caring for an often violent 
population, he had to explain to clients 
why they couldn't expect parole any¬ 
time soon, or gently convey that they 
wouldn't be granted fin laugh to attend 
a father’s funeral. “1 didn’t like the nega¬ 
tive environment/' he says- “But it gave 
me the confidence to tell people any¬ 
thing.Beyond that. Miles is reluctant 
to discuss his career behind bars, He de¬ 
flects the question ot whether there are 
useful comparisons between the inmates 
he worked with then and the chief exec¬ 
utive officers he works with today, a list 
that includes Marius Kloimers of mining 
giant BHP Billiton, Brian 

Dunn, Stephen Elop atP3ok( t i, ;md^han- 
tanu Narayen, of soft wareiMUHkbe 
Systems, 

Miles may not enjoy such bio^ 
cal scrutiny，but it is the method he 
with his CEO clients, “Our first encoun¬ 
ter was three hours，” says New York Life 
CEO Theodoi 
we got up to 
grade* He askec 
get your homework done?* and ‘Did you 
spend more time with your mom or your 
dad?' It was a little imusuaL” Miles says 
his goal is to understand what shaped 
the executives as human beings. i( I care 
less about what they think than what 
they have done: Says Mathas ： “He made 


world's best-known consulting sages^ 
such as Marshall Goldsmith and Ram 
ChararL “Stephen is near the top, es¬ 
pecially given his age, says Goldsmith, 
61 ^ the longtime dean of the executive¬ 
coaching set. u He probably has a broad¬ 
er knowledge base than me.” 

His success has sparked jealousy, too, 
as well as skepticism ^ There are some in 
the business world who dismiss the lu¬ 
crative leadership-advisory niche as little 
more than a “rem-a-friertd” service, pa¬ 
tronized by CEOs who want someone 
to hold their hands and tell them they 
are brilliant. Yet the field is growing rap¬ 



idly, Once limited to solo 
and boutique firms, leade 
is now on the menu at 
merit consultancies, acc 
private-equity shops s 
Dubilier & Rice, and e 
ing firms such as Heid: 
where Miles serves as, 
the firm's Atlanta offi 



loners 
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anage- 
firms, 
Clayton 
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Struggles, 
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Miles' goal i$ to understand 
what shaped executives 
as human beings- “I care less 
白 bout what they think than 
what they have done 79 





The proliferation of competition irri¬ 
tates some veterans of CEO advising, “Any 
ex-high school football coach can hang 
out a shingle and call himself an execu¬ 
tive coach,” says Thomas Saporito, CEO 
of RHR International, which has PhD- 
level psychologists on its staff. “We've 
been at it 65 years, and in the last five, 
there are a lot of people moving into our 
space who liadrf t been there before,” 
Miles doesn't see “the space" as 
having strict boundaries. IVs more art 
than science, he says, “Most people 
think you can use a set of tools and apply 
them against a methodology and out 
pops the right answer" To the contrary, 
“leadership conies in all forms, and you 
get better at assessing it with time. Ifs 
like an artisan ： You have to paint a lot, 
and paint at the high end.” The work 
pays handsomely* CEO coaches can earn 
annual fees per executive of $75,000 fo 
$250,000, according to people in the 
field. One coach says a really big name 
can earn as much as $75,000 for a two- 
hour session-a figure that Miles greets 
with a laugh. He won't discuss liis own 
compensatioRj noting only that “our 
fees vary depending on the length and 
depth of the project ■” 

Helping rookie CEOs adapt to the new 
role lias become a speciality for Miles* 
“You don't go to bed the night before you 
become CEO and wake up the next morn¬ 
ing with a pointy bat and a bigger brain/' 
says Best Buy's Diinn. “Steve understands 
that human pathology doesn't change. 
Miles works with corporate boards to 
help them choose and groom the right 
leader, and he’s fascinated by the multi¬ 
plicity of factors that make a CEO succeed 
or fail. “My job is to assess people to find 
out potential and capability 

d whether it fits the needs of 
y/ 1 he says, adding that noth- 
bre important than getting sue- 
right, “It’s a whole lot of work, 
lit your personal brand and your com¬ 
pany's brand is on the line,” 

When Miles arrived at Heidrick & Strug¬ 
gles in 1999-after leaving prison work, 
earning an MBA, and spending about a 
year at Andersen Consulting-the search 
firm had only a small leadership-services 
practice. He worked on research papers 
and internal assessments^ also teaming 
with colleague Meredith Ashby to 
w CEOs and pundits for what 
rst book ： Leaders TalkLead- 
d mentors in powerful 
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technology. Mow, we have engineered significant advances 
in noise reduction to make the QC^15 headphones our 
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across a wider range of frequencies. And we didn't stop 
there. We developed an ear cushion that further reduces 
unwanted noise and helps create an extremely comfortable 
fit It works in harmony with the electronics to deliver a 
better listening experience. ExecDigrtal.com says they are 
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Canada.com calls them H fabulous/' 


Try them for yourself risk free. When you fly, the engine 
roar fades even further away. When you listen to music at 
home or at work, fewer distractions get in the way. Less 
noise, along with our acclaimed lifelike sound, a fit that 
stays comfortable for hours and the quality you expect from 
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that "Compared to the competition...the QC15s are vastly 
superior. You can relax and appreciate music, movies or 
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with no interest charges from Bose* We T re so sure you , ll be 
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Ersek f CEO f Western Ufiion "[When ] was] a newcomer to Corporate America, he helped me bui!d my network." Richard Sander 鸟 y partner, 



Heidrick partners like Joie Gregor and 
John T* Gardner, who introduced Miles 
to CEOs and directors. 

His pivotal moment came in 2004 
when then-BHP Billiton chairman Don 
Argus hired Heidrick to develop a suc¬ 
cession plan. Miles interviewed execu¬ 
tives and worked with them on the pro¬ 
fessional-evaluation process known as 
the 360, as in 360 degrees, a sometimes 
painful process in which an executive 
is assessed by those above, alongside, 
and below him. The initial assignment 
spanned 18 months and included multi¬ 
ple reports to the BHP board. “Stephen 
turned the 360 into a development pro- 
cess，” says Argus. Along with delivering 
what Argus describes as astute assess¬ 
ments, Miles helped create a program 
to nurture new leaders. And he began 
working with Kloppers, a cerebral South 
African with a PhD in materials science 
from Massachusetts Institute of Technol¬ 
ogy and an MBA from INSEAD. in late 
2007, Kloppers ascended to CEO. 

One reason Kloppers says he still 
works with Miles is the consultant's abil¬ 
ity to ask tough questions. “Stephen is 
fearless in a soft but determined sense, 
says Kloppers, “ We a!l have baseline per¬ 
sonalities, and we have to watch how 
those proclivities manifest themselves to 
keep them in check 广 Neither Kloppers 
nor Miles would apply that observation 
to how Kloppers handles the CEO job. 
Miles is typically reticent when asked 
about his executive advisees, wary of 
betraying their confidence^ 

Settling into a leather i 
Lauren's.RL Restaurant in * 
has the laid back manner j 
ing a buddy after work.j 


Miles 运 a top-tier frequent 
flyer on three siriin^s. 
ls IVe never seen a person 
who travels so miich p ,r says 
Western Union CEO Himket Ersek 


clean-cut, and rarely at a loss for words, 
showing no strain from having circum¬ 
navigated the globe for a quick stop in 
Chicago, where a storm is about to hit. 
He asks as many questions as he an¬ 
swers. And when the wine menu comes ， 
he immediately hones in on a particular 
Cabernet Sauvignon. i( Wehaveto get the 
Stags’ Leap/' he says + The label is owned 
by Foster's Group，and chairman David 
A. Crawford is a client 

Executives stress that in the course 
of ^vmg advice, he never promotes his 
company’s recruiting business* In fact ， 
several CEOs note that they rarely think 
about his Heidrick affiliation* though 
some see the company’s heft as a plus. 
Miles seems to live for his clients, even 
those he sees in person only once a 
quarter, with phone and e-mail contact 
in between- “He has this capacity to stay 
in touch and be available, wherever he is 
in [he world,” says Foster’s Crawford. “I 
just hope be doesn't get overworked/ 1 
It’s a reasonable concern. Technical¬ 
ly, Miles lives in Atlanta with his wife f 
Kelly，whom he met while in college. She 
started her career as a case-management 
officer at Kingston's Prison for Women 
and now works as an associate princi¬ 
pal in Heidrick's leadership-consult¬ 
ing practice. They don't see each other 
very niudi, however. In the tradition of 
the famously mobile management guru 
Ram Charan, who for years had no 
fixed address, Miles spends almost all 
of his time on the road, half outside the 
U.S. He has earned top*tier status from 
three separate frequent-flyer programs. 
(Even the jet-setting corporate downsiz- 
er George Clooney played in Up in the 
Air can't match that.) To sustain their 
marriag^it helps that ttie Mileses have 
no Kelly endorses her hus- 

bjH^nrel needs* t( We build in long 
■HHPns/ 7 he says. 

1, even clients who manage global 
sinesses marvel at his schedule. “I’ve 
never seen a person who travels so 
imich,” says Hikmet Ersek. The Western 
Union CEO credits Miles with convincing 
him to move from Vienna to Englewood, 
Colo” to take his current job. Ersek had 
never worked in the U.S. Us more of a 
U + S. thing to have someone like Stephen 
working with you 广 he notes k Compared 
with their European counterparts f 
companies and boards are more open to 
e consulting；' he adds. “I think it 
wider view: 

ing, though，continues to 
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have a mixed reputation on both sides 
of the Atlantic. ITT’s Steven Loranger 
echoes some of Miles 5 other clients when 
be says，“I have a historically jaundiced 
view of leadership consulting, and Steve 
is the exception ™ While legendary man ， 
agement theorist Peter Drucker validat¬ 
ed advisory work, helping leaders from 
Procter & Gamble’s AG Lafley to General 
Electric f sjack Welch, the profession can 
still evoke images of hucksterish moti¬ 
vational speakers and earnest sidekicks 
offering self-evident tips. Some skeptics 
resent Heidrick’s muscling into coun¬ 
seling. They argue that a recruiting firm 
priinariiy interested in scoping out ex ， 
ecutive talent shouldn't be trusted to 
do coaching, “Once you have informa¬ 
tion about talent, it’s hard to have that 
information not seep into other areas/' 
says veteran recruiter Peter Crist. Lead¬ 
ership consultant Geoff Smart calls it “a 
structural conflict: though he admits 
that he's impressed with Miles' “com- 
mercial success ■” 

While Heidrick doesn't allow assess¬ 
ment data to be shared with recruit¬ 
ers, CEO Kevin Kelly says worrying 
about this potential conflict is w an anti¬ 
quated notions Up to 40 percent of all 
searches involve internal candidates, 
be points out, with extensive assess¬ 
ment going on. Having helped rebrand 
Heidrick as “a global leadership advi¬ 
sory" firm, he hopes to build on Miles' 
work: i( What he's doing is the future of 
the industry.” Indeed, Heidrick's over¬ 
all revenue dropped 36 percent last 
year, to $396 million, but its leadership- 
consulting services grew 11 percent, to 
$26 million. 

Competitors such as Spencer Stuart 
grab more headlines for handling top 
CEO searches 3 while Korn/Ferry has a 
larger leader ship-consult ing practice. 
Ana Dutia，CEO of Korn/Ferry 5 s con¬ 
sulting practice, refused to be inter¬ 
viewed for what spokeswoman Mary 
Beth Barron described in an e-mail 
as “an article about a competitor less 
than half our size.” Miles says simply 
that Heidrick gives him the resources, 
reputation, and relationships lie needs: 
H Ifs an incredible brand. 

One reason Miles mayhem demand 
is that he seems to keep his ego in 
check, and he seeks advice from other 
experts. As Marshall Goldsmith told 
him ： “The biggest mistake people make 
at your age is thinking you’re a guru 
when you're not.” © 
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“Keep expenses low, and pass the savings on to our customers, ’ Over 70 years later, GETCO 
still operates on this principle. In fact, you could say we wrote the book on saving people money 

on car insurance. Around here, we call it “GECKONOMICS ■” 

Contact GEICO today and get a free, no-obligation rate quote and, in just minutes, 

you could be a believer in GECKONOMICS, too. 

GEICO 

geico.cam 

A BERKSHIRE HATHAWAY COMPANY 

S 剛 discDuvils.cPBragDS pspenrt plans and tarn are iwravaUv in sll or alE GEICO Gd 卿剛 nr Ei^pfcyie&s Insurance Do. * GEIGDGdm^I hsitfancG Co *GEPC0 ludsnwity Ca * GE9DD Casually Co. 

These coiraianiES m aifcadHriBS nf B^shira Hattiaway kic. GEICD: 帥 n, DC 210076. GEICO Gwkfl imaCfl © 1999-201 D.©2tl!0 GEECO 
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Getting your undergrad degree was a 
good call. Now make the next one. 

At Quinnipiac University's School of Business, 
our 75 year heritage and superior faculty are 
just two reasons why we received AACSB 
accreditation. Our Graduate Programs are 
another, with key leadership areas in: 

■ MBA with distinctive specializations 
_ MS in Organizational Leadership 

■ MS in Information Technology 
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墨 Connect . 

Anywhere 
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Business Masters Programs 

Delivered at a distance - ,, 

Accounting (MAcc) 

Business Administration (MBA) 

Computer Information Systems <MCIS) 

* Flexible and convenient 

_ No residency requirement 

* Military discount 
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We know you are on the-go, so take your MBA 
program with you. 

Kelley Direct offers a world-renowned degree, 
with the opportunity to create global business 
connections and best of all, ultimate flexibility 
to fit your lifestyle, 

For more information visit kdJu.edy. 


KELLEY SCHOOL OF BUSINESS 
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One school Endless possibilities. 
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Executive Education and MBA Directory opportunities, 
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1. American Public University 

2. Colorado State University, College of Business 

3. Indiana University - Kelley School of Business 

4. Quinnipiac University 

5. University of Wisconsin - Whitewater 


You are degree of separation from 
changing your world. Which 1 will it be? 

79 aHordable degrees of distinction - bachelor’s and master’s 
programs 100% online, including: 

Business Administration 

Management 

Accounting 

Information Technology 
Transportation & Logisitics Management 
Communication 

Let us help you get started today. 

1.377,777.9081 * www. study atAPU.com 
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The Lingerie Football League is a rarity in sports-a women’s 
professional league that’s actually growing. By Paul Wachter 

Photographs by Andreanna Seymore 
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Lingerie Football League 



LFL games draw a few tliousaod fans，with ticket Players prepare for a game in their locker room 

prices ranging from $15 tw SS5 



or decades the National Football League 
has survived all sorts of gimmicky com¬ 
petitors, from an XFL star named He 
Hate Me to a Canadian Football League 
franchise in Las Vegas, Until now, how¬ 
ever, it hasn’t competed against a league 
in which women wear skimpy uniforms and pads that 
expose their cleavage. While playing in the NFL takes 
a rare combination of strength, speed, and coordina¬ 
tion, in the Lingerie Football League, says its founder, 
Mitchell Mortar, “You have to be athletic, confident* 
and beautifuls 

Not necessarily in that order. The 10 teams in the 
LFL play a four-game regular season, from August 
to February, that concludes with the Lingerie Bowl ， 
aired an Pay-per-view during half-time of the Super 
Bowl With players dad in youth-league-size shoul¬ 
der pads, lightweight helmets, and knee pads t linge¬ 
rie football is no pillow fight, LFL games are seven-on- 
seven contests waged on a 50-yard field. No punts or 
field goals are allowed, and contracts stipulate that 
players must cope with the possibility uf ^acciden¬ 
tal 5 nudity. It’s a risk many are willing to take Says 
Veronica Moor, quarterback of the Orlando Fantasy: 
K I’d wear a tutu if it meant I got to play football/* 
Playing a sport in uniforms resembling under¬ 
wear takes some getting used to. So does tackling. 
Brittany Tegeler, a 23-year-old former University of 
Connecticut soccer star, lias already suffered a shoul¬ 
der injury and concussion in her first season with 
the Baltimore Charm. “The contact was the biggest 
transition from soccer 广 says Tegeler + Yet during the 
starting lineup announcement for a recent game, she 
appeared healed. Beneath dimmed lights and arti¬ 
ficial smoke, Tegeler dropped to tlie turf and per¬ 
formed a move known as “the reverse wonn ,T while 
thousands of fans cheered* 

Such theatrics were what Mortaza, 37, had in mind 
when he began the Lingerie Bowl in 2004. While 


“I’d wear 
atutuif 
itmeanfl_ 

got to play 
foofballr_ 

says 

Orlando’s 

quarterback 


LFL owner 
Mitchell Mortaza 



attending the previous year's Super Bowl in San 
Diego, he had an epiphany. As fans deserted the 
stands before Shania Twain’s half-time performance ， 
he thought some people might prefer a raunchier 
option. He quit his day job at an Internet services 
provider and used his savings to launch the Linge¬ 
rie Bowl. Although he recruited model Angie Ever¬ 
hart to play and Hall ofFamers Lawrence Taylor and 
Eric Dickerson to coach, most of the publicity came 
from outraged women's groups, Mortaza leveraged all 
that negative buzz into viewership, and millions paid 
$19,95 to watch the Lingerie Bowl on Pay-per-view, He 
decided to make it an annual event- 

There have been snags along the way. Before the 
game’s 2004 debut, its main sponsor. Dodge, pulled 
out and was replaced at the last minute by Party ， 
Poker.com, The 2009 Lingerie Bowl was canceled 
because of a conflict with the owner of the event’s 
venue over cloihing-too much of it. “We ran into 
conflicts with the Lingerie Football League want ， 
ing more areas of our resort restricted to 'clothing- 
required' than we could accommodate 广 explains 
Angye Fox, a spokeswoman for Land CTLakes (Fla.)- 
based Caliente Club & Resorts, a nudist outfit. 

The clothing issue remains controversial. The 
LFL “is a setback to both sports and society*” says 
Michael A + Messner* professor of gender studies at 
the University of Southern California* Says Mary 
Jo Kane，director of the University of Minnesota’s 
Tucker Center for Research on Girls & Women in 
Sport: “What they're doing is selling sex/" 
Mortaza believes that may be the only way for 

what disturbingly, recent history backs him up. 
Despite the rising popularity of the sport, the Worn- 
en f s United Soccer Assru disbanded in 2003 - The 
Women's National Basketball Assn^ while heavily 
subsidized by the National Basketball Assn, f has seen 
several franchises fold. In recent years, prize money 
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Despite minimal protecekm, LFL players 
aren't shy about contact 


The league 
attracts fans 


for the Ladies Professional Golf Assn.-which never 
equaled that of the men*s tour-has Mien, Even pro¬ 
fessional women's beach volleyball, whose uniforms 
are skimpier than the LFUs, folded in 1998 before 
being restarted in 200L Women’s tennis has come 
dose to rivaling the popularity of its male equiva¬ 
lent, but sex appeal is part of the package. Anna 
Kaurnikova, once among tennis’s highest endorse¬ 
ment earners, never won a Women's Tennis Assn, 
pro singles tournament. Currently, Maria Sharapova 
tops the earners' list even though she hasn't won a ] 
Grand Slam since 2008+ As Serena Williams said at 
a Wimbledon press conference in 2009 ： “Sex sells/' 
Perhaps that's why the LFL is growing. 

After the inaugural Lingerie Bowl, Mortaza had 
his second epiphany ； Lingerie football was bigger 
than just one annual game. He envisioned a nation¬ 
al sports league featuring serious aihietes-albeit 
mostly naked-in major markets stretching from 
Los Angeles to Miami* He began recruiting coach- 


■x 

m( MOM I 
,CAN 
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es from semipro leagues and advertised tryouts on 
local radio stations. Players are paid anywhere from 
a couple hundred to a couple thousand dollars per 
game，depending on the number of tickets—which 
range from $15 to $85-sold. 

In 2009* Mortaza launched the LFL with 10 teams 
and a television deal with MTV2, and he says the 
league made a profit its first year, While two teams ， 
the New York Majesty and the Denver Dream, folded 
because Mortaza couldn't secure favorable stadium 
deals, he found replacements for the 2010 season. 
The new teams，the Baltimore Charm and Orlan¬ 
do Fantasy, squared off cm a cold November eve¬ 
ning inside Baltimore's 1st Mariner Arena-and both 
showed signs of inexperience. On the very first play, 
the Charm's quarterback threw tlie ball into the dirt 
five yards in front of her intended receiver. A few 
snaps later, however, she delivered a touchdown 
strike. The Fantasy equaled the score on their open¬ 
ing drive，despite seeing their starting running back 
limp off the field after a hard tackle. In the end, the 
Charm pulled away and won the game 4219+ 

“I thought I was one in a million being pretty and 
athletic，” says Tiffani Hardin, a junior at the Univer¬ 
sity of Central Florida and middle linebacker for the 
vanquished Fantasy, “The first time I played with the 
LFL, I got knocked on my ass. You can say what you 
want about the uniforms, but these women are real 
athletes and they're fierce，As she left the field, an 
annoimcer encouraged fans to linger and get a 咖 ‘ 
graphs from their favorite players. 

Mortaza claims that the 2010 season* which cul¬ 
minates on Super Bowl Sunday in Las Vegas, is going 
even better than expected. We're 260 percent more 
profitable so far this season than at the same point 
last year/ 1 he says. Already, he's thinking beyond the 
U*S, market. The LFL has held a game in Mexico City 
and plans another in Tokyo. “We* re really bigin Aus¬ 
tralia/* says Mortaza. Meanwhile^ the Charm-Fantasy 
game earned a two-sentence write-up in The Balti¬ 
more Stm. At least it was in the sports section. © 


A League of Its Own 


A failing precedent exists for leagues that dare to threaten the NFL Then again, nobody has tried 
to replace padded, sweaty men with scantily clad women. — Patrick Cain 
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World Footliall League 

(1974-1975) 

ILS. Football League 

(1983-1985) 

World League of American 
Ftfo-tball ( 挪 H 舰） 

Canadian Football League: 
VS^ eKpan^ioti (1993-1995) 

XFL 

(2001-2001) 

Gary Davidson successfully 
founded the American Eas- 
ketfcill Assn, and the World 
Hockey Assn, Yet his WFL ran 
up an estimated $20 million in 
debt ^nd folded l>eibre 
the end of its second year. 

While Uie USFL inlmduced 
the two-point convereion (and 
Reggie White to the pr 喊 it 
was undermined by an o\mer t 
Donald Trump, who insisted 
on scheduling Lhe season to 
overlap with the NFUs. 

Started by (he MFI, to promole 
football abroad^ the WLAF 
kd to the NFL Eunupe, 

Its final incarnation, NFL 
liuropai, was disbanded in 
2007. By then the league was 
losing $30 million a year. 

After the debut ofite Sacra¬ 
mento team in 1993, the CFL 
created franchises in Lsls 
V egas, Baltimore, and else¬ 
where, By 1935, however，all 
the U.S- had folded or 

relocated north P 

Founded by WoHd Wresditig 
Entertainment Chairman 
Vinte McMaKon <mJ NBC a 
the XFL held a championship 
game that was, at the time, 
ihe Imve&t-waiched m^jor nei- 
woik broadcast in prime time. 
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The French-born, 
[ealian mogul 
and budding 
fashion gum in his 
new Manhattan 
boutique 


Etc. Fashion 


The Emperor’s 
New Clothes 


Mogul and international playboy 
Jean Pigozzi is trying to create 
a fashion empire. By Joe Pompeo 

O ne recent afternoon, Jean “Johnny” 
Pigozzi f the globe-trotting art col¬ 
lector and entrepreneur, greeted 
a young couple as they walked 
into LimoLand, his new clothing 
boutique in Manhattan's Meat¬ 
packing District. “Hello, hello/" he said bright¬ 
ly in his deep, somewhat incomprehensible 
pan-European accent. One member of the duo 
was wearing a neon green backpack reminiscent of 
the glaring colors that define Pigozzi’s fashions* 
The satchel caught the French-born Italian mogul’s 
attention-but not for the right reason. As the pair 
shuffled past him, Pigozzi lowered his voice to a 
whisper. “These kids will not buy anything/ 3 he said. 


“I know the people who buy. If they have a back¬ 
pack, they don't buy: 

Pigozzi goes to extreme lengths to know just who 
buys. He keeps a dose eye on LimoLand-his first 
boutique dedicated exclusively to his clothing line of 
the same name-even when he's not there. Four sur¬ 
veillance cameras positioned around tlie 750-square- 
foot store allow Pigozzi ? 58 3 to observe the business 
from, alternatively, his villa in the South of France, 
his spread in Panama, and his apartments in London, 
Paris, Geneva, and Manhattan. Aldiough he、been 
in the fashion business only a few years, he’s already 
profiled his core customer* “Old men? Very good!” 
he says, 45-year-old with a bald spot? ExceHent?’ 
Pigo^/i has created his unsubtly titled collection with 
a specific buyer in mind. “I’m really interested in 
R-OMs,” he confesses. “Rich. Old. Men/' 

This is hardly surprising considering that Pigozzi, 
the Harvard-educated heir to France's Simca auto- 
mubile fortune, is a friend to ROMs the world over. 
He has collected a cohort-David Geflfen, Barry DiHer, 


‘Tm really 
Interested 
El-O-Msr 

Pigozzi 
says, “Rich, 
OWJWen.” 
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and Bono among them-through his various turns as 
a businessman, venture capitalist, philanthropist, 
photographer, patron of the arts ， and, perhaps most 
notably, international playboy. H l don't think there's 
a billionaire that johnny doesn’t know, says movie 
director Brett Ratner “He’s at the center of the uni¬ 
verse/ 7 When Vanity Fair published its 2008 “New 
Establishment^ list of the most influential people in 
the world，it ran a chart explaining how each was 
connected to Pigozzi. 

However, if you ask Pigozzi for his avocation, he 
says he*s simply “curious 广 Curious enough to have 
dabbled professionally in film and hedge funds; to 
have amassed the world's largest known private 
collection of contemporary African art; and to have 
founded a marine and forest research laboratory 
on a small Panamanian island that he bought for 
the sake of land conservation, “Every five years, 1 
decide to learn something new； 5 he explains. It was 
in this spirit that he decided ro design fluorescent 
street wear for aging rich dudes. 

Pigozzi, who has a a hulking, 6-foot-4-inch frame 
and a penchant for loud palettes, started LimoLand 
in 2007 out of sartorial frustration with the muted 
hues and lean sizes dominating designer me ns wear. 
He wanted to create a brand for wealthy Euro- 
philes who like their wardrobe casual and loose- 
and who, since they don’t have to impress anyone, 
aren't afraid to add a little color. “There are a lot of 
people who don’t want to dress in black and don’t 
have to wear suitssays Pigozzi. He started drawing 
designs by hand, hired a consultant for “the technical 
stuff 广 and invested about $1.5 million of his personal 
fortune to launch the line, which nuw ranges from a $45 
T-shirt to a $595 weekend tote, in elite boutiques in 
Tokyo, Paris, and New York. 

Sales at the LimoLand shop so far have been prom¬ 
ising* Pigozzi says, which bodes well for his plot to 
build an internatiunal luxury brand In “three or four 
years: he claims, clothing will be only 30 percent 
of the business. The other 70 percent will be some 
combination of restaurants, liquor, hotels, travel 
resorts ， furniture, housewares, and maybe yachts. 
(His own, a converted research vessel, was named 
the world's 58th largest in 2006, according to Power 
& Motoryacht magazine.) Pigozzi"s "ultimate goal” 
is to bring LimoLand to Moscow and mainland 
China. “I have big dreams^ he says + <S I want to make 
a lot of money off of this " 

It doesn't hurt to have a Rolodex full of famous 
friends. LimoLand's celebrity clientele includes 
Rarner, pop star Usher, hotelier Andre Balazs, or- 
ange-clogged chef Mario Batali, and Mickjagger, 

“It will not be surprising to me when it’s a success> 
because he's a very clever guy: says billionaire in¬ 
vestor Ronald Perelman, who's known Pigozzi for 20 
years. “He’s targeted iti his thinking. I think he J ll come 
out witli products that people will want to have/’ 

Most pieces are outrageously bright and, per¬ 
haps as a result, mogul-chic. In his boutique they 


“He，s 


targeted 

InMs 

thlnklngr ~ 

says Ronald 
Perelman 
of Pigozzi 


LimoLand’s 
Geometric Print 
Hoodie sells 
for $145 



are seamlessly displayed against an exposed brick 
wall adorned with a portrait of the gangsta rapper 
Birdmati by artist Tom Sanford, The trick with each 
piece, Pigozzi says, is in the details, LimoLand's Navy 
blue hoodie sweatshtrt-^the blazer of the 21st cen¬ 
tury! s ' he says-has a rainbow pattern in the zipper's 
teeth. “Johnny’s attention to detail-and his sense of 
humor and color and his philosophy about his col¬ 
lection-is really unique；" says Madeline Weeks, GQ 
magazine's fashion director, “Cashmere companies 
won J t do a bright pink or purple sweater for a man. 
He likes to stand out.” 

Within the next year* Pigozzi plans to open an¬ 
other LimoLand in Manhattan and possibly one in 
Los Angeles, He's also trying to get his clothing into 
luxury department stores such as BloomingdaIe 5 s 3 
Barneys New York, Bergdorf Goodman, and Nord¬ 
strom. Meanwhile, Pigozzi is promoting his other 
projects. He recently published a book of photogra¬ 
phy about his world travels, and an accompanying 
exhibition is currently showing at Manhattan's Ga- 
gosian Gallery. His next stop is Miami for the annual 
Art Basel/Miami Beach fair, where he plans to peruse 
African and Japanese work. 

At the end of the day，Pigozzi says, he doesn't 
want to be bored, ‘i hope that in the next 30 or more 
years I have lo live, I will be doing everything that I 
don’t [yet] know I will be doing. That's what makes 
it fun." Just like designing contrast color sweatpants 
for rich old men. ❻ 
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Boxed Out 


If you can figure out howto use 
it, the Revue will satisfy your 
inner TV geek. By Rich Jaroslovsky 

T he Logitech Revue, the new Coogle TV 
gadget s should carry a warning" label ： 
“Not intended for normal people ■” It’s 
a set-top box for those who don't mind 
stumbling over an occasional “page 
not found” message on their big-screen 
television or changing channels with a keyboard. Yes, 
the $299 Revue’s remote control is a full-si^ed wire¬ 
less keyboard. It does offer a smaller remote for an ad- 
didonal $129. That has a small keyboard, too. 

Understand that Coogle TV isn’t itself a device- 
It’s software that provides a single interface to the 
video universe and locates shows whether they orig¬ 
inate with a cable or satellite provider, paid online 
services such as those from Netflix and Amazoti, 
or free sites such as YouTube. Besides the Revue, 
Google TV is built into a line of Sony TV models 
and one of its Blu-ray players. These products are 
among the growing number of products staking a 
claim on the future of the living room. 

Connecting the Revue is easy: Just plug it into the 
TV and plug your cable or satellite box into it. It gets 
trickier when it comes to the 12 steps it takes to con¬ 
figure the Revue, a process that consumes the better 
part of an hour and requires a good deal of patience. 


The idea behind Google TV is a good one. Viewers 
shouldn , t have to care where ati episode of Entou¬ 
rage comes from, The problem is that the world of 
video is a wild and woolly place, and Google TV falls 
short of being able to tame it. 

One example: Google TV helped me locate a 2005 
episode of South Park on Netflix, but when I tried to 
play it ? I received an error message. It took a call to 
Logitech to learn that I couldn't actually watch the 
program from the place Google TV brought me; in¬ 
stead I would have to launch Google TV's separate 
Netflix app. Of course! 

By that point, the average viewer might give up 
and reach far the good old one-hand remote (par ， 
ticularly those unable to figure out the difference 
between "'bookmarks 5 ' and “queue” on the user in¬ 
terface). Yet the undaunted few can actually have 
some fun, I was able to watch shows on the big 
screen that I otherwise would have had to watch 
on a computer, 

A search for Stephen Colbert yielded not just 
recent episodes of The Colbert Report but also a 
2006 profile of him on 60 Minutes, Look for Hugh 
Laurie, and you’ll not only find a ton of House list- 
ings but also an Amazon link to bisjeeves and IVooi- 
ter series, and YouTube cli ps of his turn as the dim- 
witted prince regent on the old britcom. 

Add to that the ability to surf the Web while your 
television continues to play in a picture-in-picture 
window 】 and youll be in TV-Web geek heaven. That 
is, only if you're a TV-Web geek ■❻ 
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Hands On 



replaced with a $129 
smaller version 


The new portal 
to the video 



The Cable Cabal 

A crowd of net-top boxes 
is jostUng for access to 
HDW jacks, either to 
angtrimt the offerings 
of the Comcasrs and 
DirecTV^ ar-£\fenttmUy- 
displacethem. 



Veeb^am ($99-?139) 

Does one thing and 
one thing only: streams 
what you see on your 
computer to your TV, 
Rut does it very weW, 



Apple TV 

U p s simple, irs elegant* 
it 7 s Apple」Though so 
far it ofiery fcw pro¬ 
gramming 'sources out¬ 
side Steve Jobs' orbit. 




Ti¥o Premiere (f99) 

A DVR that replac¬ 
es your cable box 
and brings in online 
content-for $19,99 a 
month in fees. 



P-Liok Ikix 

($219) 


The box makes TV 
social ： You can 
suggest and receive 
recommendations, 



Roku Player($59 $93)1 


About as 

you can get, with a 
growing universe 
content. And the most 
cost-eftective, too. 
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Feel free to take The Office on your next vacation. 
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Introducing the Samsung Galaxy Tab m 
The amazingly mobile, Android™ # 
powered tablet with Media Hub. 

Thousands of movies and next day TV titles dvdilable 
to enjcy in an instant, sfl on an amazingly vivid screen. 

So, feel free to Tab. That's the wonder of Samsung. 

Samsung GALAXY 

BUV NOW AT 

.. 、 

at&t Sprint ^ ■ ■■ -Mobile- 令、 U&Cellular veri on 

©2DID Sarn$url9 rel©ccnrununidaiio^ America, LLC rS 抑 and \au ；jrti 

r」d Tradamarks ol Samaur^ Bi^cEror'-ics America, Eric, arid/Cir Ws rEiated eiUlties. Olh^r 
and product n^in^s menttonsd h^rsln maybe Iracie 卿 rks ol their rcapective cjMvrvers. Uam 
NBQ'a I he Olltcfi, l-iirorunood, 3D Hook, a-ixi 1 lie hvent on M&dso Hub. Charges 
Appeararca and iurcL；：onarily may vary by oarrzer. Plpaae chock cauitr 、 . 『 Jv,:n ； ul;-i il- 
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Etc. Perks 


Inside the 
Swoosh 





Employees sweat it out 
between meetings at Nike 

The most enviable perk that comes with 
working at Nike's world headquarters in 
Beaverton, Ore +J is that it's easy to sched¬ 
ule your workday around a spin dass- 
or football game or free swim. Unsur¬ 
prisingly, the campus' 7,000 employees 
are encouraged to take time out of the 
workday to work out. There’s never 
downtime at the two employee gyms, 
the Bo Jackson and Lance Armstrong* 
(The campus’ 17 buildings are all named 
after Nike-sponsored atlileies.) Midday 
sessions with a personal trainer or tennis 
coach- all of whom are on staff-are rou¬ 
tine, and meetings are regularly moved 
to hiking trails. Somehow, the job gets 
done: In 2009, Nike raked in $19.2 bil¬ 
lion in revenue, and it remains 
the biggest sportswear brand 
in the world, ❻ — Jessica Flint 


t Basketball 


Court 

Employees play pickup 
on the Bo 

Jackson gym’s full-size 
court They also use 
tKe floor to test oui 
the latest gear. 


4, Employee 
Stores 

The campus has two 
discount shops ； one 
for employees and 
one for their Emilies, 
Nike endorsers^ or 
guests who store a. pass. 


2. Sports Bar 

The Boston Deli pub- 
one of five campus 
restaurorus-always 
has a game on TV. 
During major sporting 
events* screens are 
set up in the cafeterias 
so employees enn 
watch while they eat. 

XGyim 

Group workout dsisses, 
such ^ s|>inning + yoga, 
and Ihlatcs, take place 
at the Liince Annstroii^ 
gym, which has an 
army of free weights 
and cardio machines. 


5, Pool 

The Lancet 11-lane 
Olympic-size pool is 
used for lap swimming 
and training classes. 

It has starting blocks 
and a tuning clock. 

fi. Climbing 
Wall 

A 44-foot indoor 
climbing wall in the 
Lance has top-rope and 
bouldering routes, 

(U iilso has a balancing 
rope for show-offs.) 
Gear is available at 
the gym's front desk. 



iocH and sports teams use ( he couri 
when they're in town. Kobe has 
been known tu shoat hoops here, 



The pool overlooks 
practice soccer fields, beach 
volleyball courisatid an 
outdoor track arc nearby. 


Sii 




Kj 
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After class, empluyees 
hit locker rooms with steam 
rooms, saunas, and hot tubs. 


This season’s Nike gear is 
more than 40 percent off at 
the two on-site Rtoi es. 


MorC PGFICS ； jeans and sneakers dress code I 


Hair and naU salon > One^daty dry cleaning service 丨 Nutrition and wellness classes ► Two floral and gift stores 
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Hall of Fame-quality 
sports memorabilia is on 
display aill over campus. 
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► Summer hours ► Two copy shops ► Shoe recycling bins ► Bike storage ► Two state-of-the-art^ LEED-certified kids J centers ► Sliutlle buses between campus ImiLdings 
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Etc. Wealth 


The Waiting Is the 
Hardest Part 


Scout International has 
ouiperfo] med its betichmairk 
over the pk\st five yeaR 


Scout International Fund’s James Moffett 
buys and holds industry-leading, growth ， 
oriented companies with little debt 

What distinguishes us from most money managers is that 
we're long-term investors with about a five-year time horizon 
for most of the stocks we own. We focus on a few major vari¬ 
ables. One is the long-term outlook for the country where our 
companies have operations and another is the long-term out¬ 
look for the companies themselves. Tied into that is a focus 
on quality，strong balance sheets, low debt, and a growth ori¬ 
entation* We are looking for industry-leading, dominant com¬ 
panies that control their destiny and have good management 
and good profitability to show for it- We don’t want to he in 
countries where you cant quantify the risks, such as smaller 
emerging markets, and countries such as Russia or China with 
strong government control of business and capital markets. 0 
一 As told to Lewis Bmham 


# 1 2 

声 j Fresenius 

J&i* BMW Medical Care 




50% 
H/2010 


11/2005 


Scout International Fund 


■ Bloombeig U,S + Open End 
International Equity Fund Intkx 


THE STATS 


DATA ： 


Jmnes L. Moifect T chief intertiatloiiaL equity strategist for Scout Invest¬ 
ment Advisors，oversees about $7 billion + fils Scout Internatloiml Fund 
has beaten SO percent of its foreigti-siiiek fund peers in the pa_st decade. 


BMW 

The company has a new 
series of cars that we think 
should do welL The consen¬ 
sus is that this year BMW 
will earn €4+13 a share and 
€5+11 next year. That means 
it is selling at 121^ times this 
year’s earnings and 10 times 
next year’s earnings, which 
mak^s it very attractive. 

The company has more debt 
than we normally like, but 
it's well capitalized and we 
think its operating margins 
are in good shape. The 
company is 44 percent 
family-owned. We like the 
large insider ownership. 


Fresenius 
Medical Care 

This German cumpany is 
the world leader in kidney 
dialysis equipmeni, tnaking 
90 percent of the equip¬ 
ment sold in the U + S + It has 
substantial family owner¬ 
ship, and that is a stabilizing 
factor. Its earnings growth 
rate is steady-about 10 per¬ 
cent to 12 percent a year. 

So we are paying a premi¬ 
um-19 times 2010 earnings 
and IS times 201i's. But that’s 
for a stable return. Debt to 
equity at 65 percent is prob ， 
ably high, but a stable busi¬ 
ness can tolerate that more 
than an auto company. 



IVs the second-largest Span¬ 
ish bank，but 55 percent of 
BBVA's profits come from 
outside the country. Al¬ 
though Spain's unemploy¬ 
ment rate is twice ours— 
and its economic bubble is 
bigger-this bank's making 
money and is solvent be¬ 
cause Spain's regulators 
wouldn’t let it do some of 
the stupid things we did. 
They made BBVA keep a 
higher level of reserves. 

They wouldn't allow shadow 
banking. It trades at a low 
7+4 times this year's earnings 
and 6-8 times next yearns, 


Japanese robotics com pa ， 
ny Fanuc is the real poster 
child fora dominant global 
business. It has a 60 percent 
market share in China’s fac¬ 
tory automation business* 

We don’t think of China using 
robotic processes—it is full of 
cheap labor-but as k works 
its way up the manufactur¬ 
ing chain, China will become 
more capital intensive with 
more sophisticated manufac¬ 
turing. Fanuc has an irondad 
balance sheet, zero debt, 
and we see the underlying 
earnings growth rate in the 
10 percent to 12 percent area. 
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Ally Bank Interest Checkii i Account 

Ally Bank’s Interest Checking, the account for anyone who thinks their loney should 
work forthem. We won t charge you a fee for using any ATM nationwide nd we ll even 
reimburse any ATM fees charged by other banks. Not only that, we offer ral _ consistently 
among the most competitive in the country, 24/7 live customer care, £ i no monthly 
maintenance fees. It s everything you love about Ally in a ch( dng account. 


y 


877-247-2559 I allybank.com 


Do you love your bank? 




©2010 A(ly Bank. All rights reserved. 


What you like 
about checking. 
Minus what 
you don’t. 
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： tc. The Stack 


As the oeuvre 
of crisis liteTBLture 
has shown, 
the meltdown was 
a team effort 



A Crisis of Confluence 


The melt down’s secret? Smart people 
do dumb things. Ian McGugan 


O ne of the great mysteries 
of the financial crisis 
is that more than two 
years and dozens of 
books after its onset, 
we’re still trying to 
figure out exactly who pulled off the 
beisi. In AU ihe Devils Are Here, Bethany 
McLean and Joe Nocera attempt 
to create a financial whodunit and 
take the latest stab at apportioning 
responsibility, The result-a Hierony- 
mous Bosch painting of Wall Street 
bankers, insurance conglomerates, 
and Washington insiders-is hardly 
uncharted territory. Yet the authors 
distinguish themselves through clever 
sleuthing. Sure，many investment 
bankers, credit-rating agencies, and 
regulators were malignant in one way 
or another, but just as many were 
simply clueless. The authors’ grand 
conclusion is rather simple ： Bright 
people can do some pretty stupid things. 


Take investment bankers. They 
brewed the intoxicants that spurred 
the mortgage frenzy and formulated 
mad-sdentisr concoctions-I ike the 
infamous “synthetic CDOs"-that were 
essentially casino bets on the housing 
market. Somewhat inexplicably, 

Wall Street also bought its own poison 
in the form of housing-related debt, 
derivatives, and options. American 
International Group^ Bear Stearns, 
Lehman Brothers, and Merrill Lynch 
died-or set themselves up for near¬ 
death experiences-by drinking their 
own potions. Are these people really 
evil geniuses? Schlubs is more like it* 

As one risk manager at Merrill told the 


Iali the 

D 

V: 

All the DeviSs Are Mere: 

The Hidilen History 
of the Financia] Crisis 


By Bethany McLmn andjoe Nocera 
PortlbJio; 4O0pp, $32,95 


authors, “We fell for our own scam_” 
Rating agencies such as Standard 
& Poor's, Moody’s Investors Service, 
and Fitch were intended to be one of 
the system's primary monitors of these 
companies' creditworthiness. Yet, the 
authors write, they had failed to issue 
a single warning about Enron, Tyco, 
or WorldCom before those companies 
started to blow up in 2001+ That dismal 
experience should have hammered 
the credibility of ratings and raters. 

Yet the rating business thrived for the 
simple reason, McLean and Nocera 
attest, that both financial institutions 
and government needed an apparently 
independent body to put a seal of 
approval on corporate debt. As one 
former analyst says 3 “Enron taught 
[the raters] how small the consequences 
of a bad reputation were/' 

They took the lesson to heart, 
Throughout the housing bubble, 
the agencies stuck triple-A ratings 
on huge swaths of mortgage-backed 
securities without bothering to ask 
what might happen if credit were to 
slow down or house prices were to fall. 
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In a better world, regulators would 
have clamped down on Wall Street 
and the rating agencies and forced 
them to correct their previous mistakes. 
However, as McLean and Nocera 
explain, regulators had little muscle 
in an age when both Democrats and 
Republicans believed the market 
should regulate itself- 

The authors feE the tale of Brooksley 
Bom, head of the Commodities Futures 
Trading Commission, who tried to 
police financial derivatives during the 
Clinton Administration. For her eftbrts 
she got a bureaucratic mauling from 
free-market apostles Lawrence 
Summers and Robert Rubin s both of 
whom were adamant that derivatives 
didn't need to be supervised. Many 
regulators^ however, weren’t as well* 
intentioned as Born. Some tried 
to expand their empires by granting 
institutions freedom from persnickety 
restrictions such as state laws intended 
to end predatory lending. Even after 
25 states tried to crack down on 
mortgage abuses and the FBI warned 
of the dangers, federal regulators 
remained blithely unconcerned. 

Dicey firms thrived in this 
environment. Anieriqoest^ a mortgage 
originator that inflated appraisals* 
encouraged customers to lie about 
their incomes and misled clients about 
fees. At Ameriquest, the authors write, 
twentysomerhing toan officers fueled 
by diets of coke and rneth worked 14- 
hour days and made $20,000 or more 
a month if they survived the nonstop 
pressure from above. “Think Glengarry 
Glen Ross: one of those former loan 
officers tells the authors. 

Eventually, it all had to come 
tumbling down. After brilliantly 
detailing the blunders of a multitude 
of insritations and individuals, McLean 
and Nocera come to a tame conclusion, 
tl Much of what took place during 
the crisis was immoral, unjust, 
craven, delusional behavior, they 
write，“but it wasn't criminal/" Just 
criminally stupid . ❻ 


The Financial 
Crisis Book Map 


With All the Devils Are Here, the financial 
crisis subgenre appears to be mercifully 
approaching its end, — Devin Leonard 
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GUYS WHO 
CLEANED UP 


The Big 
Short 

by Michael 
Lewis 
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Too Big to Fail 

ndrew Rosis Sorkin 
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LEARN FASTER 

We condense critical knowledge from the most 
important business books into easily digestible 
five-page summaries. Each summary is readable 
m just 10 minutes, making getAbstract the fastest 
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I n 2004,1 became the CEO of Federated De¬ 
partment Stores. That’s what we were called 
then because that's what we were: a compa¬ 
ny made up of individual department stores 
in regional markets, We were printing 16 dif¬ 
ferent bags, running 16 different catalogs, 
and had buyers who bought only for their area of the 
country- And we could only run local TV ads，so we'd 
create 16 different commercials* Since we weren't a 
national brandy I couldn’t even advertise during the 
Macy’s Thanksgiving Day Parade. 

I thought the big play was to take advantage of 
Macy’s association with the parade and create one 
cohesive brand. In 2005,1 decided to test the idea, 
and we began hyphenating our store names. In 
Atlanta we were called Rich's-Macy's or in Miami we 
were Eurdines-Macy's. There was a lot of pushback. 
We were taking away names that were 100, 130, 
even 140 years old, and there was a family behind 
the name in almost every instance. 

We had to fight to make everything just Macy’s, 
One tough one was Meier & Frank in Portland I Ore.]. 
Gerry Frank is an important member of the commu¬ 
nity. He said, “Go ahead and change the name else- 
where ^ but don't change It here. It's part ofllie fabric.” 
when it came time; to make the decision, I flew out 
and said I had great respect for him and the brand ， 
but renaming die stores would benefit the market. 

The same was true with Marshall Field’s in Chicago, 
which came through our acquisition of May Depart¬ 
ment Stores* On the day we announced we were renam¬ 
ing it Macy's, I flew to Chicago and I met with Mayor 
Daley. J wanted to tell him first. Now our business in 
Chicago is among the best in the nation. 

The reality is that the change didn't impact sales in 
a negative way. It was critical that we operate under 
one national brand. More than 40 percent of the 
inventory we now sell is unique to Macy s s. That would 
not have been possible before. This year is shaping 
up to be one of the best m many for the company- 
If we hadn’t made that decision a f ew years ago, the 
external environment would have forced it on us. It 
was the right choice- © — As told to Diam Brady 
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,f By truly getting to know 
our business, Zurich 
helped us reduce workers’ 

compensation claims .〃 

Brian IWclnerney, President & Chief Executive Officer, 
Glacier Water Services, Inc, 
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Underwriting & risk management expertise 
that delivers results. 


We carefully evaluated Glacier Waters operations to 
design a safety training and monitoring program tailored 
to their specific needs. This collaboration has led to fewer 
workplace accidents and, as a result, reduced claims. lt J s 
an example of how Zurich HeipPoint delivers the help 
businesses need when it matters most. Watch the video 
to learn more, www.zurichna,com/stories5 
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